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TRANSLATOR’S NOTE 

This book is a translation of the twenty-third edition of Professor 
Gide’s Principes d'Economie Politique^ published in 1921, the first 
edition having appeared in 1883. In accordance with the plan fol- 
lowed in the English versions of earlier editions of the book, a cer- 
tain number of modifications and adaptations have been made, with 
the object of making it more suitable to the needs of English readers. 
Thus illustrations and statistics drawn from French sources have, 
wherever possible, been replaced or supplemented by English ones, 
and in a few cases the text has been slightly abridged by the omission 
of details relating solely to French economic or legal procedure. 
But no material alterations or omissions have been made in the 
author's text without notice being given of them in the footnotes, 
and all matter for which the translator is responsible — other than 
English statistics, etc., substituted for French ones — is placed within 
square brackets. 

The translator has made some use of Professor Veditz's English 
version of the eighth French edition, where the author had left his 
text unchanged. But this book may be regarded, broadly speaking, 
as an entirely new work. 

It might perhaps be added that sums of money have been converted 
for the most part into their approximate English equivalents at the 
pre-war rate of exchange. 
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AUTHOR’S PREFACE 


Since the publication of the fourteenth edition this book has been 
printed from stereotypes, so that it has not been possible to make the 
alterations necessitated by the great events of the last few years, 
except in the form of short notes added at the end of the volume. 

For the present edition, however, the text has been set up afresh, 
and this has enabled us to bring the facts and figures up to date, 
though it has caused much delay in publication. 

At the same time we would remind our readers that in this trea- 
tise ‘there pe practically no statistics, or bibliographical references, 
or even applied political economy. Those who wish for information 
on these subjects must refer to the two volumes of the Corns d'Econ- 
omie Politique,^ For though we have slightly enlarged the text of 
this book we have tried to make it retain the character it has had 
ever since the first edition appeared — now many years ago. We 
have aimed, not at a statement of new economic theories, or a new 
social programme, but at giving a clear view of the economic world, 
so vast, varied, and dramatic. For what this world shows us is 
not the play of impassive laws, dispensing good and evil fortune to 
individuals and to nations, but rather the spectacle of the passionate 
struggles on the one hand and the friendly help on the other, by which 
men strive to seize the good and shun the evil. 

Whatever may be said to the contrary, the Great War and the 
Russian Revolution caused by it have certainly not proclaimed the 
bankruptcy of economic science. On the contrary, they have, gen- 
erally speaking, confirmed, completed, and sometimes rectified, 
by experiment on the most gigantic scale that has ever been tried, 
the essential principles of political economy as they have been taught 
hitherto. They have only brought more clearly into view the in- 
justice and confusion of the existing economic order, and the need 
for a sustained effort at improvement. 

They have led, besides, to an enormously increased interest in 
economic problems, by showing their importance in the lives of 
peoples, whether it be the older nations, half ruined, and clinging to 
the edges of the abyss, or those that have but recently been formed 

^ [Englisli translation by C. H. M. Archibald, entitled Political Economy (Harrap 
and Co.)l 
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and that are seeking to find their way. Many young folks of the 
generation that is gone, both in France and elsewhere, have found in 
this book a guide and a friend to introduce these problems to them 
and to make them love them: I hope it may render the same service 
to the new generation. 


Chaeles Gide 
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PRINCIPLES OF 
POLITICAL ECONOMY 

GENERAL NOTIONS 

CHAPTER I — ECONOMIC SCIENCE 

■ I. THE OBJECT OP POLITICAL ECONOMY 

The heavenly bodies, the earth that we inhabit, the elements that 
it contains, as well as the animals and plants that live on its surface 
— in fact, all the things that constitute the material universe and 
all the relations that exist between them — are the subjects of a 
distinct group of sciences known as the 'physical and natural sciences. 

But in this vast world there are other objects no less worthy of our 
study, namely, men themselves, living in society; in fact, they could 
not possibly live otherwise. The relations that unite men socially 
form the subject of a separate group of sciences, called social sciences. 
As there are among men many kinds of social relations — moral, 
legal, economic, political, religious, and, finally, linguistic relations 
which serve as a vehicle for all the others — so there are many dis- 
tinct social sciences, known as ethics, law, political economy, politics, 
the science of languages, the science of religions, and so forth. 

It is true that the lines of demarcation among the social sciences, 
which all deal ultimately with man as a member of society, cannot 
be drawn so sharply as those that separate sciences having dissimilar 
subjects, such as geology, botany, and zoology. Indeed, the fron- 
tiers of these sciences, especially of the three most closely related to 
each other, will always be more or less indefinite: how are we to 
study exchange, rent, money-lending, or wages, without reference 
to property, contract, and duty? 

But though the economist, the lawyer, and the moralist often meet 
on the same ground, they look at things from different points of 
view. To do our duty, to exercise our rights ^ to provide for our wants ^ 
are three quite different aims of human activity; and it is the last 
of these that is the proper subject of economic science. 


2 economic SCIENCE 

We may say, therefore, without trying to be more precise, that 
political economy has to do with only those relations o “^n ^ 
in society which tend to satisfy their wants and promote their wel- 
fare, so far as this welfare depends upon the possession of material 

^it present there is a tendency to divide the science into two 
branches: fure polUical economy, and social economics. 

On the one hand, pure political economy (sometimes cahed a so 
economics) studies those economic relations that arise naturally 
among men living together, just as one would study the remtions 
arising among any other bodies. It does not undertake to pass 
judgment on these relations, either from the moral or from ihe 
practical standpoint, but simply to explain what they are. Thus 
it claims to be an exact science, and even to be able to employ the 

methods of mathematics. ' , ^ . 

On the other hand, social economics studies rather the voluntary 
relations which men have established among themselves in the form 
of social organizations, written laws, or other institutions of any kind, 
with the object of improving their social conditions. It undertakes 
to investigate and determine the best means for achieving this end. 
Hence it partakes rather of the character of the moral sciences, 
which enquire what ought to be, and of the arts, whmh enquire what 
must be done. It is also described sometimes, especially by German 
economists, as social politics.'- 

This distinction between pure political economy and social pol- 
itics is made in all special treatises in virtue of the principle of div- 
ision of labour. But in a treatise written for instruction, like the 
present volume, it would be rather awkward than otherwise, for the 
separation of theory from practice would detract from the interest 
of the exposition. We shall therefore have to deal with social 
economics as well as with political economy. 

The wide field of political economy must itself be subdivided, to 


» Social economics, or social politics, should not be confused with appUed po- 
litical economy. The latter points out the best practical means of increasing the 
* wealth of a country, such as banks, railways, monetary and commercial systems, and 
SO forth, whereas social economics seeks especially to make men happier by providing 
them not only with more comfort but with more security, more independence, and 
more leisure. Consequently it is concerned more particularly with the working classes. 
These two sister sciences live in two different worlds and are scarcely even on friendly 
terms: one dweUs in the world of business and the other in social reform committees. 

Questions of applied political economy are scarcely touched on in this volume: 
they wiE be found dealt with in the author*s Poliiical Economy (Translated by C. H. 
M. Archibald, M. A.). 


THE FORMATION OF ECONOM[IC SCIENCE S 

make it easier for us to find our way through it. The classical three- 
fold division into Production, Distribution, and Consumption is due 
to the French economist, Jean-Baptiste Say. This division cor- 
responds to the three fundamental questions: How do men produce 
wealth? How do they share it among themselves? What use do 
they make of it? Then later on there was withdrawn from the im- 
mense domain of Production all that has to do with Exchange — 
commerce, credit, etc. — and to this part was given the name Cir- 
culation, But, as we shall see, to exchange is to produce; the only 
difference is that this kind of production of utilities does not involve 
material alterations in the object exchanged, as industrial operations 
do. 

On the other hand, most economists have dropped that part of 
the science which relates to Consumption, because, they say, the 
question of -the use made of wealth is a moral one. Such is not our 
opinion. The use made of wealth, whether it be consumed or saved, 
is an economic act of the first importance, and one which is obviously 
the final cause of all the economic acts which precede it. Political 
economy, it is true, has hitherto looked almost entirely at the pro- 
ducer, but there is some ground for thinking that the consumer is 
destined to play the leading r61e on the economic stage. 

These divisions of our subject are regarded nowadays as some- 
what out of date, and in modern books on political economy they 
are often replaced by other classifications which aim at presenting 
the facts in a more scientific form. That plan may have its advan- 
tages, but we have not thought it expedient, in a book like this, to 
upset the traditional framework at the risk of bewildering the stu- 
dents for whom it is particularly intended. We have thought it 
necessary, however, to add an introductory section concerning 
Wants and Value. 

II. THE FORMATION OF ECONOMIC SCIENCE 

It was in 1615 that political economy first received the name under 
which it is now known. This was in a French book by Antoine de 
Montchr6tien, called Traicte de VCEconomie Politique, 

This name has been criticised, and many others have been pro- 
posed in place of it, as being more scientific. It would obviously 
be better, from a terminological point of view, if our science were 
described, like most sciences, by a single word, such as economy 
or economics, especially since the name economy was already in use in 
ancient times and one of the books of Xenophon even bears this 
word as a title. But for the ancients it meant what we may call 
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domestic economics, or household economy (ot/cos,^ household, and 
voiios, law or rule). The qualifying adjective pohUcd, chosen by 
Montchr^tien, indicated that the science had no longer to do with 
the economy of the household, but with that of the nation, and the 
name was particularly appropriate because it announced a historic 
revolution — the establishment of the great states of modern Europe. 

But we must beware of regarding this date, which saw the bap- 
tism of political economy, as the date also of its birth. As a study 
of facts, political economy goes back to a far earlier date, and, as a 
science, which means a systematic arrangement of these facts, it m 
more modern. 

Economic facts, or some of them at any rate, take such a prominent 
place in the life even of primitive man that we can well believe that 
they must always have engaged man’s attention. Exchange was 
practised as early as the stone age, and the law of labour is written 
in the first pages of Genesis. But a fact may be familiar without 
furnishing material for science. • On the contrary, it only arouses 
curiosity and provokes a desire for explanation if it is something out 
of the ordinary. The subtle Greek philosophers do not seem to 
have felt any need to explain to themselves how and why free men 
were exempted from the law of labour by the institution of slavery: 
it seemed quite natural to them. But they observed and analysed 
with extreme care the nature of money, the division of industry into 
separate trades, and the methods of acquiring property. It was 
first the prophets of Israel, and, at a later date, the Church Fathers 
and the Doctors of the Middle Ages who, inspired by the same 
religious spirit, were impressed by the contrast between wealth and 
poverty. They condemned luxury, and, in particular, the practice 
of lending money at interest, which they called usutci vorax. 

Yet no one ever sought for the connection between these different 
questions; no one dreamed of grouping them together into a single 
science. They counted among the accomplishments of the sage 
rather than of the savant. They were matters of morals, or politics, 
or theology, and took the form of good advice, offered either to 
rulers or to individuals. 

The discovery of America gave the first impetus, during the six- 
teenth and especially the seventeenth centuries, to the formation of 
a true economic theory in a systematic shape; that is to say, what had 
been merely advice now took the form of a body of co-ordinated and 
logical precepts. Countries like France, Italy, and England, see- 
ing with envious eyes how Spain was acquiring treasure from her 
mines in the New World, sought to discover how they too might 
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procure gold and silver. This was precisely the title of a book 
published by an Italian, Antonio Serra, only two years before that 
of Montchr6tien (1613), viz., ‘‘How to make Gold and Silver abound 
in Kingdoms where there are no Mines.’^ It was believed that the 
means consisted in the sale abroad of manufactured products; and, 
with this purpose in view, eflEorts were made to develop foreign 
trade and home manufactures by a complicated and artificial system 
of regulations to which the name mercantile system has generally 
been applied. 

A strong reaction against all these "‘systems’’ took place in France 
in the middle of the eighteenth century. Men’s one idea was a 
return to “a state of nature,” and a repudiation of all artificial 
arrangements. All the literature of the eighteenth century is im- 
pregnated with this feeling, including political science in the writings 
of Rousseali and Montesquieu. Montesquieu’s book. The Spirit of 
LawSy begins with the immortal sentence: “Laws are the necessary 
relations resulting from the nature of things. 

It was only then that economic science was really born. In 1758, 
one of the physicians of the French king Louis XV, named Quesnay, 
published Le Tableau Economique. A group of eminent men became 
his disciples, and though they only called themselves economists 
they have ever since been celebrated in history as physiocrats. 

The physiocratic school introduced two new ideas into economic 
science — ideas that were diametrically opposed to the mercantile 
system. These were: 

(1) Belief in the existence of a “natural and essential order of 
human societies” — such is the title of a book written by one of the 
physiocrats, Mercier de la Riviere. The evidence for this order 
becomes obvious as soon as the fact is observed, and we cannot help 
conforming to it. It is useless, therefore, to devise laws, regulations, 
and systems: all we need do is to let things alone (laisser faire). 
The word physiocracy comes from two Greek words meaning “the 
government of nature.” 

(£) The superiority of agriculture over commerce and industry. 
The physiocrats regarded the soil, the forces of nature, as the only 
source of wealth, because it alone gives a net product. The non- 
agricultural classes of society are sterile classes. 

The first of these principles was to serve as the foundation of the 
whole edifice of economic science. Indeed, no facts in themselves 
can form the basis of a science unless we discover relations of inter- 
dependence between them — an “essential and natural order.” 
Nor w^as it only a new science that was inaugurated by the physio- 
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cratic doctrines; it was also a new political system, whicli was to 
last for a century and to acMeve great tilings under the na me of 
the liberal policy.^ 

Unfortunately the physiocrats were less happily inspired in their 
exclusively rural conception of production and of wealth, as we 
shall see later. In this respect they were rather behind their time 
than in advance of it, for, though they did not know it, they were 
living on the eve of the establishment of the industrial and capitalist 
rdgime. This fundamental error brought their system into discredit. 

V The publication in 1776 of An Inquiry into the Nature and Causes 
of the Wealth of Nations, by a Scotch professor, Adam Smith, marks 
a decisive era in the history of political economy. It assured the 
un(^uestioned pre-eminence of the English school of economists for 
nearly a hundred years, and procured for its author the title, not 
wholly deserved, of ‘‘the father of political economy.” 

Adam Smith, in fact, had a vision, inspired by genius, of the 
economic revolution that was already on the way. Moreover, he 
rejects the second physiocratic principle and gives to industry its 
legitimate place in the production of wealth. But he confirms 
and develops most brilliantly the first of these principles, namely, 
the belief in economic laws and in laisser faire, at least as a rule of 
practical conduct. 

Again, he was far superior to the physiocrats in observing facts 
and in profiting by the lessons of history, and he so far enlarged the 
field of economic science that its boundaries have scarcely been ex- 
tended since his time. 

Not long after Adam Smith two economists appeared simul- 
taneously in England, whose theories, lauded by some and execrated 
by others, left their mark for a century upon economic science. The 
first was Malthus, whose famous theory of the increase of popu- 
lation (1808), although it concerned a subject of a somewhat special 
nature, was destined to create a considerable stir throughout the 
v/hoie realm of economic science, and to provoke a burning contro- 
versy which rages to-day as acutely as ever. The second, Ricardo, 
was still more celebrated for his theory of rent (1817) — a theory 
which, continually extended and transformed, became the basis of 
economic science and even of the doctrines which replaced it. 

^ This policy was first applied by Turgot, a famous economist of the same period, 
though he did not share the errors of the physiocratic school, first as intendant of 
Limoges and afterwards as minister of King Louis XVI. He began by decreeing 
freedom of exchange-, by abolishing internal customs duties and gi’ain taxes; later on he 
decreed /reedom of labour by abolishing corporations or guilds. 
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In France, at the same period, Jean-Baptiste Say published Ms 
Treatise on Political Economy (1803) — a book that is truly French 
in its clearness of exposition, its excellent arrangement, and its 
classification of principles, but which has not made such fruitful 
contributions to the development of the science as those of the great 
leaders we have just mentioned. However, translated into all the 
languages of Em’ope, this book was the first really popular treatise 
on political economy, and has ser%~ed more or less as a model for the 
innumerable well-known manuals that have been written since then. 

It was Say’s book in particular that set forth clearly the character 
of political economy as a natural, or purely descriptive, science. 
Adam Smith had defined it as “proposing to enrich both the people 
and the sovereign,” thus giving a practical aim to the study and 
making it an art rather than a science. But Say, amending this 
definition, writes: “I would rather say that the object of political 
economy is to make known the means by which wealth produces 
itself, distributes itself, and consumes itself meaning thereby that 
in the economic sphere everything acts spontaneously, of its own 
motion, automatically,^ just like the functions of respiration, cir- 
culation, and digestion, which are essential to the physical life. 

From this point, political economy can be regarded as definitely 
established in its classical form. But it was not long before it split 
up into a large number of schools, whose distinctive characteristics 
we shall indicate in the next chapter.® 

III. WHETHER THERE ARE NATURAL LAWS IN 
POLITICAL ECONOMY 

W’^hen we give the name of science to any branch of human knowl- 
edge, our object is not simply the conferment of an honorary title. 
We mean that the facts with which it deals are connected by certain 
relations called “laws.” 

In some spheres of knowledge the regular connection of occurrences 
is so obvious as to attract the attention even of persons least accus- 
tomed to scientific specula,tion. A mere glance at the sky is enough 
to show the regular nightly progress of the stars, the monthly suc- 

^ This is the significant title he gives to his book; Treatise on Political Economy; 
or a Simple Exjyosition of the Way in which Wealth Produces, Distributes, and Con” 
sumes Itself. 

^ To supplement these brief notes, asjR^ell as those in the following chapter, see 
Gride and Rist’s Histoire des Doctrines Economiques depuis les Physiocrates jusqiih 
nos jours, Srd edition, 1920 [English translation by R. Richards, A History of Economic 
Docirines.] 
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cession of the phases of the moon, and the annual journey of the 
sun through the constellations. In the remotest days of history, 
shepherds watching their flocks and sailors steering their vessels 
had already discovered the periodicity of these movements, and thus 
paved the way for a true science, the oldest of all sciences — 
astronomy. 

The phenomena that are manifested in the constitution of bodies 
organized and unorganized are not so simple as this, and the uni- 
formity of their coexistence and succession is less easy to comprehend. 
Long centuries had to elapse, therefore, before the human mind, 
bewildered by the complexity of things, succeeded in laying hold of 
the guiding thread, in finding order and regularity in these very 
facts, and thus building up the sciences of physics, chemistry, and 
biology. 

Little by little the idea of a permanent regularity of' phenomena 
has penetrated all domains, even those which at first seemed destined 
to remain closed to it for ever. Even the winds and waves, which 
poets had made the emblems of inconstancy and caprice, have been 
brought, in their turn, under the sway of universal law. The great 
laws which govern currents of air and of water have been discovered, 
and the sciences of meteorology and oceanography have been estab- 
lished. 

The time was bound to come when this great idea of a Natural 
Order of things, after having step by step invaded like a conquering 
power all other fields of human knowledge, should at last penetrate 
the domain of social facts. The honour of having first recognized 
and proclaimed the existence of what they called the “natural 
government of things,’’ is due, as we have seen, to the physiocrats, 
though since their time the name of natural laws has been preferred. 

After the physiocrats, the economists set themselves the task 
of discovering natural laws in political economy, and indicated a 
fairly large number of them, whose existence seemed as certain as 
those of the physical and natural sciences — such universal, perma- 
nent, and ineluctable laws as the law of supply and demand, the law 
of division of labour, the law of rent, the law of the decreasing rate 
of interest, the law of competition, Gresham’s law, etc., etc. And not 
only did they find laws everywhere; many economists, especially 
of the French school, tried to prove that these laws were “good” 
— harmonious and providential, as Bastiat said — meaning that 
they anticipated our wants, that they arranged things much better 
than we could do by our written laws, and that they even laboured 
to correct our errors. 
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Sucb an apologetic conception of economic laws could not fail to 
evoke a strong reaction. Such, indeed, was the case; and, as always 
happens, the reaction went too far. About the middle of last 
century the German school set out to denounce this search for natural 
laws as an error and a ridiculous madness. It declares that the 
method is completely sterile, and it acknowledges no other laws — 
if laws they can be called — than historical laws, which are naturally 
peculiar to each race, and which are in no sense universal or in- 
eluctable. They do not rule men, but are, on the contrary, merely 
the expressions of their national characters and customs: such as 
they are, they may provide the explanation of their collective 
acts. 

Nevertheless, we cannot give up the idea that economic facts 
are governed by laws, thus throwing aside the splendid effort made 
during the last two hundred years to establish political economy as 
a science in the true sense of the word. But we may admit that some 
change is needed in the idea that has resulted. 

First of all, we must give up attributing to these laws a ‘"norma- 
tive’’ character, that is to say, assimilating them to the laws enacted 
by legislators for the welfare of the people. If in the economic 
world there are natural laws analogous to those of the physical world, 
then they must like them be perfectly indifferent to our preoccupa- 
tions, and we shall more often have to strive against them than to 
make use of them. 

Nor must we picture these laws to ourselves as seated on thrones, 
whence they govern the world. We must rid them of that im- 
perative character which marks civil and penal laws, and which is 
symbolized in pictures and statues by a sword. 

The word law should suggest no other idea than that of a constant 
relation between certain facts, such that if one fact is given, the others 
accompany it or follow it — as, for example, the relation between 
the quantity of a commodity and its price, or between its price and 
the demand for it. 

Moreover, it is exactly the same with physical laws. They also 
express nothing more than certain relations that are spontaneously 
established between things — relations which can be called necessary 
ones only if certain foregoing conditions are fulfilled. Atoms of 
oxygen and hydrogen are not compelled to produce water; but if 
one atom of oxygen and two of hydrogen are brought together under 
certain conditions of temperature, pressure, etc., they will form water. 
Similarly, men are not obliged to buy and sell, but if a man disposed 
to sell meets a man disposed to buy, and if their offers are mutually 
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acceptable, they will necessarily conclude a bargain at a fixed price 
which can be determined. 

Now this price is not the outcome of the vendor s free will, nor of 
that of the purchaser, nor of that of both together, for there is a 
market rate, as it is called — a price which is quoted on the ex- 
changes, which is forced upon the market, and to which all buyers 
and seUers must conform, despite oscillations upwards and down- 
wards. That is what is meant when we say that there is a law of 
prices. 

Some people, however, protest against describing these thmgs as 
laws, and profess to see nothing in them but tendencies, because 
natural laws admit of no exceptions and involve the power of exact 
forecast, whereas the so-called laws of economics admit of many 
exceptions, and any forecasts based upon them would be mere guesses, 
too often proved false by actual events. But this twofold objection 

does not seem to us well founded. 

In the first place, an economic law does not adrmt of exceptions, 
save in the same way that natural laws do. That is to say, it acts 
so long as it is not counteracted by an opposite force. It is not an 
exception to the law of gravitation that an aeroplane leaves the 
earth. Neither is it an exception to the law of labour that some 
men have found means to free themselves from it by making other 
men work for them. It is a law that the demand for a commodity 
increases as its price goes down: nevertheless it may happen as 
an “exceptional case” that a fall in price diminishes the demand 
instead of stimulating it, as would doubtless be the case with dia- 
monds, as soon as they were produced artificially.^ But even in this 
case the law of demand would not be violated: it would only be 
modified by another law, the law that makes the demand for lux- 
uries depend upon a certain degree of scarcity. 

In the second place, economic laws admit of making forecasts, 
just as physical laws do. There is no question, it is true, of such 
forecasts as the astronomer can make when he announces a hundred 
years beforehand the very minute and second when an eclipse of the 
sun or the moon will take place. But no other sciences are as exact 
as this. The botanist does not always know what the outcome 
of his cross-breeding will be. And the weather forecasts of meteor- 
ologists, other than those of the village almanacs, scarcely cover 

^ And as is the case at this very moment of writing, the fall in prices having caused 
a cessation of demand and a general deadness of the market. But why is this? Be- 
cause consumers are expecting a still greater fall, and hope to precipitate it by their 
refusal to buy. - 
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more than two or three days. Yet no one doubts that wind and 
rain, hailstorms and tempests, are governed by natural laws. Now 
a commercial crisis can be foretold much further in advance than the 
coming of a cyclone, and the passage of a train between Lyons and 
Marseilles is certainly less variable than the flow of the Rhone whose 
banks it follows; yet one is regulated by man and the other by 
nature. If, in fact, our economic forecasts are always uncertain 
and short-dated, it must by no means be concluded that economic 
facts depend only on chance and fancy, but simply that the motives 
that determine men’s actions are too numerous and too intricately 
tangled for us to unravel the skein. Finally, if men one day be- 
come infinitely wise, it is probable that economic forecasting wfll 
operate with as much certainty as that of the astronomers.^ 

It is true that it would be absurd to try to foretell the move- 
ments and doings of Tom, Dick, or Harry; but this is of no interest 
to the economist. He is not a fortune-teller. The only thing that 
concerns him, whether in formulating laws or in setting up institu- 
tions, IS the behaviour of men taken in the mass. 

Notice, moreover, that those so-called practical people who most 
vehemently deny that economists can foretell happenings in the 
economic world, yet never fail to employ the art of forecasting in 
the ordinary course of their lives, and the management of their 
daily business. Every one who speculates — and who is there that 
does not speculate? — resorts in some fashion to scientific prevision. 
The financier who buys shares in a railway company foresees the 
continuity and progressive increase of traffic along a certain line, 
and the high price he pays for the shares indicates, whether he wishes 
it or not, his firm confidence in the regularity of an economic law. 
Yet it is quite evident that everybody who travels or sends goods 
by this railway, does so only because he wills to do so. And the 
finance minister who increases the tax on alcoholic drinks or the 
rate of postage knows perfectly well that the consumption of alcohol 
and the circulation of letters are optional, and will remain so. None 
the less he foresees that they will dimmish: he is even obliged to 
estimate the extent of the diminution, in order to draw up his bud- 
get. 

Is it necessary, then, to say that the existence of natural laws is in 

^ As an argument against the existence of natural laws in social matters, the fact 
is adduced that many things do not take place in the way foreseen. But this simply 
proves our ignorance. Think, rather, how often things fail to happen as willed. 
Does not this prove that there are stronger forces at work in the world than the will 
of 'man? 
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no way incompatible with individual mitiative and actmty, and 
that, on the contrary, it is the one essential condition of their effi- 
cacy? How could man exercise any useful control over facts it 
they were not bound together by a chain of known and constant 

Of course there are some facts which are entirely remold from 
human influence, by reason of their size or their distance. Such ^e 
the phenomena of astronomy, geology, and even meteorology. We 
can only submit to them in silence; our faculty of prevision would 
not help us to avoid collision with a comet or to escape an earth- 
quake. But there are many other regions in which modern science 
is aU but supreme. Most of the compounds in inorganic chemistry, 
and those the most important, have been produced by the savant 
in his laboratory. To see the stock-breeder m his cattle-shed or 
the gardener in his garden, ceaselessly modifying animUl and vep- 
table forms and creating new breeds, one would imagme that hvmg 
nature allows itself to be moulded with as much docility as lifeless 
matter. Even atmospheric phenomena are not entirely withdrawn 
from the sway of human industry: by appropriate methods of 
clearing or planting trees, as the case may be, man claims to be able 
to modify the rule of winds and waters, and to renew the miracle 
of the prophet Elijah by making the rain and the dew to fall from 


heaven at his pleasure! . ^ • i 

Much more can man exert his powers over economic facts, simply 
because they are human facts and we have a direct hold over thenu.^ 
No doubt man’s action in this respect is confined witMn certain 
limits, as it is in the sphere of physical phenomena. Science seeks 
to determine what these limits are, and all men should strive to 
respect them, whether individually by way of private enterprise or 
collectively by way of legislative regulations. As Bacon’s old 
says: Naium non imperatur nisi parendo (to govern nature 
you must first obey her). The utopian tortures nature uselessly to 
get from her what she cannot give: the man of science only asks 
for what he knows is possible. But the realm of the “possible” is 
infinitely wider than the classical school imagined. 

1 It has been wittily observed by M. Espinas, in his SociUis Animales, that if 
human activity were incompatible with a natural order among phenomena, the fact 
of cooking an egg would have to be regarded as a miracle. 

5 It is recognized even by determinists, even by those who deny the freedom of 
the wiE — and such cannot certainly be the case with the school that calls iteelf 
“liberal” — that man has the power to modify the order of things in which he lives. 
But they maVo this one reservation: that every such action of man is itself necessarily 
predetermined by certain causes. This, however, is a purely metaphysical question 
into which, we need not enter. 


t'J'A 


CHAPTER II — THE VARIOUS SCHOOLS OF 
ECONOMIC THOUGHT 

I. THE SCHOOLS FROM THE POINT OF VIEW OF 

METHOD 

In scientific language the term “method’’ is used to designate 
the road that must be followed to lead to the discovery of truth. 

The deductive method starts from certain general data that are 
admitted to be beyond dispute, and then proceeds, by way of logical 
reasoning, tg deduce an infinite series of propositions. Geometry 
may be taken as a type of the sciences that employ the deductive 
method. Law students will readily recognize also that law itself, 
particularly Roman law, employs the deductive method; the Roman 
jurist, starting from a few principles laid down by the Twelve Tables 
or found in the jus gentium, proceeded to construct the whole of that 
huge monument of learning called the Pandects. This method is 
also called the abstract method, because it aims at simplifying phenom- 
ena by reducing them to the single element that one wishes to study, 
and setting aside all the rest. 

The inductive method starts from the observation of certain definite 
facts, and bases general propositions upon them. For example, 
the fact that all bodies fall, leads to the law of gravitation. 

There used to be much dispute — though it is somewhat forgotten 
to-day — as to which of these two methods is the most suitable for 
the purposes of economic science. 

It was certainly by the deductive method that political economy 
was first established. The classical economists erected the columns 
and the framework of their splendid edifice on the foundation of 
a small number of principles that were either regarded as axioms or 
suggested by very general observations — such principles as the 
growth of population and the diminishing return in agriculture. 
And even for the construction of the whole of pure political economy 
they could have managed, if necessary, with one simple principle, 
that “in all circumstances man seeks to obtain the maximum of 
satisfaction with the minimum of trouble.” They tried thus to 
simplify the object of their study by regarding man as a being who 
is swayed entirely by self-interest — the “economic man,” the same 
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in all lands and in all ages — and by setting aside all disturbing 

motives. 

But half a century ago the efficacy of this method began to be 
challenged, and the inductive method to be extolled in place of it ~ 
the method which Bacon had introduced in the physical and natural 
sciences some centuries earlier, and which has since yielded such 
marvellous results. In the economic sphere this method is nowa- 
days called realistic f especially in Germany, where it is in general use. 
It confines itself to the patient observation of such accumulated 
social facts as are within our knowledge. These facts are di’awn 
from history when they relate to the past, and from statistics and 
from information given by travellers when they relate to the pres- 
ent. The exponents of this method are known also as the historical 
school, because they maintain that history alone can enlighten us 
as to the actual character of social facts, by showing us how social 
and economic institutions arose, and how' they become transformed.^ 

The result is that the twofold characteristic of universality and 
permanency which the classical school attributed to economic phe- 
nomena, and which it dignified with the name of ‘'natural law,’^ 
vanishes into thin air. 

The method just described is undoubtedly safer than the other, 
since it abstains from all sweeping generalizations. But is it as 
fruitful? Probably not. It is in fact a delusion to suppose that the 
use of the purely inductive method can ever be as efficacious in the 
social sciences as in the physical and natural ones. There are two 
reasons for this. 

^ The historical school of political economy, like the historical school of juris- 
prudence founded by Savigny, first arose in Germany. It dates from the publication 
of Professor Roscher's Groundwork of Political Economy in 184S, or perhaps more 
truly from List’s National System of Political Economy in 1841. 

In Prance the historical method in the social sciences was brilliantly inaugurated 
at about the same time by the publication of Le Play’s book on The Workers of Europe 
(1855). Since then it has been faithfully applied by the ‘*Le Play school,” which 
takes its name from its founder, mainly in the form of monographs concerning working- 
class families. Nevertheless, the use of the historical method by this school differs 
80 much from the way it is employed by the German school that it would be a great 
mistake to confuse them. Le Play starts from the principle that in social matters 
no new inventions are possible, and searches mainly in the past for lessons and examples; 
the German school only looks to the past for the germ or the roots of the present. 
Thus the Le Play school is conservative in the matter of formulating programmes of 
sociai action, whereas the German school, on the contrary, is progressive and even 
radical. 

It is convenient to connect with the historical or realistic method the one which 
has been extolled by the so-called scientific, or rather Marxian, socialists, under the 
ntkme of historiced materialism {see below). 
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To; "begin with, the observation of facts is more difficult in tbe 
social sciences, althongb at first sight it may seem paradoxical to 
declare that it is harder to observe facts that concern ns so closely as 
these, and in regard to which we are not only spectators, but actors 
as well. Yet this is the very reason why we cannot see them clearly. 

In tlie second place, social facts are infinitely more diversified. 
Whoever has seen one cockchafer has seen them all; but whoever 
has seen one miner has seen nothing at all. In reality, the obser- 
vation of economic and social facts is a task far beyond the capacities 
of any single person, and one which can only be accomplished by 
the collective labour of thousands of men who unite the results of 
their observation, or of States employing for this purpose the powerful 
means of investigation which they have at their disposal. Thus 
arises a new and distinct science called statistics. For example, 
the simplest pf all the facts that the social sciences can study is the 
number of persons that make up a given commimity. Yet is it 
not evident that a single observer is absolutely powerless to ascer- 
tain this fact? Only public authorities are in a position to undertake 
this task, and even so the official census returns are far from guaran- 
teeing perfect certainty. This is still more the case when it comes to 
enumerating certain specified classes, as, for instance, landowners 
or millionaires. 

Furthermore, the mere observation of facts would never have 
given the marvellous results that evoke our admiration in the nat- 
ural sciences, were it not for the help of a particular method of ob- 
servation, practised under certain prearranged conditions and called 
experiment. Now in the social sciences direct experiment is im- 
possible. The chemist, the physicist, and even the biologist (although 
the latter encounters greater difficulties) can always take the phe- 
nomenon that they wish to study, and subject it to artificially de- 
termined conditions which may be varied at will. In order, for 
instance, to study the breathing of an animal, they can place it under 
the bell-jar of an air-pump, and regulate the air pressure as they 
please. But the economist, even though he be also a law-giver or an 
omnipotent despot, does not possess this power of experiment. 
None the less, we constantly speak in political economy of “data 
drawn from experience”; we say that such and such a nation has 
made the experiment of a system of protection, or of the regulation 
of labour, and has found it work well or ill, as the case may be. 
'&\A experience is not the same thing as scientific experiment — izi 
from it F This is shown by the fact that while in the course of 

^ Pierson points out, quite rightly, that most mistakes, or at least what are now 
redded as mistakes, passed originally for the fruits of esperience. 
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centuries manj States have tried protection, and others free trade, 
the problem is scarcely nearer solution than it was in the beginning. 

The form of experiment — if, indeed, we can give it that name — 
with which the economist should content himself is that of comparing 
the results accruing from different laws and different institutions. 
For instance, he can compare the working of a State railway system 
with that of one that is owned by railway companies, or examine 
the effect of the formation of a co-operative society upon prices. 

A field of inestimable value for experiment of this kind has been 
opened to economists of the present day and the most distant fu- 
ture by the recent war, owing to the huge disturbances it has intro- 
duced into the whole economic organization of the world — such, 
for instance, as the total or partial suppression of the international 
exchanges, the total or partial abrogation of the law of supply and 
demand in the home market by the system of requisitions, the 
fixing of prices, the rationing of commodities, the issue of incredible 
amounts of paper money, the cessation of competition at home and 
abroad owing to blockade and to the establishment of monopolies, 
and so forth. Yet the conclusions drawn for the future from these 
phenomena will always be uncertain and disputable, because the 
conditions will never be exactly similar. 

Economists of the new school often ridicule the fondness of the 
classical economists for using Robinson Crusoe to illustrate their 
arguments. Yet by so doing they were rendering homage to the 
experimental method, though on an imaginary basis. If we cannot 
put a bird under the bell- jar of an air pump we assume that it is 
there and imagine how it would behave. It is not so far as we think 
from abstraction to experiment, for they both proceed in the same 
manner, namely, by isolating one fact from the complex of related 
facts to which it belongs. Only one method actually isolates it, 
while the other does so only in imagination. 

No matter how justified, in some respects, the ridicule may be 
that has been directed against the abstract man — the economic 
man of the classical school — we must nevertheless admit that 
there are certain general characteristics possessed by all mankind. 
The best proof of this may be found in history itself, which teaches 
that wherever human societies have been placed under analogous 
conditions, the same social types have been evolved. Take, for 
instance, the feudal system in Europe in the twelfth century and in 
Japan dowm to the nineteenth century; the successive forms of 
property and of marriage; the simultaneous employment of the 
precious metals as money; the similarity of funeral rites; and even 
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tbe, iiniformity of fairy tales, such as that of Hop-o’-my-tliuiiib, 
which, as we are told by those skilled in folklore, is found to-day, 
in a more or less identical form, all over the world. 

We cannot, therefore, absolutely reject the employment of the 
abstract method and the ‘Tet us suppose,’' so dear to the school 
of Ricardo and so obnoxious to the historical school. The laby- 
rinth of economic facts is far too compHcated for us ever to be able 
to find our way through it by the aid of observation alone, and to 
disentangle those fundamental relations which form the subject- 
matter of the whole science. To bring light into this darkness and 
order into this chaos we must make our appeal for help not only to 
abstraction but also to imagination, that is to say, to hypothesis. 

The opposition between the deductive and the inductive method 
is somewhat academic. In reality there is but one method, which 
proceeds by three stages: — 

(1) To observe facts, without any preconceived notions, and espe- 
cially those facts that at first seem the most insignificant; 

(^) To imagine a general explanation which will enable us to 
connect certain groups of facts together in a relation of cause and 
effect: in other words, to formulate a hypothesis; 

(3) To verify this hypothesis by finding out, if not by actual 
experiment then at least by observation carried out in a special 
manner, whether the application of the hypothesis exactly fits the 
facts. 

This is the procedure followed even in the physical and natural 
sciences. All the great laws which lie at the foundation of modern 
sciences, from Newton’s law of gravitation downwards, are only 
verified hypotheses- We may go further than this, and say that the 
great theories which have served as bases for the scientific discoveries 
of our own day — such as the existence of ether in physics, and the 
doctrine of evolution in the natural sciences — are only unverified 
hypotheses.^ 

The mistake of the classical school, therefore, did not consist in a 
too frequent use of the abstract method, but only in having too often 
taken the abstraction and the hypothesis for the reality. For 
example: after having imagined its “economic man,” prompted 

^ As Jevons has observed in bis Principles of Science^ the method employed for the 
discovery of truth in the sciences is similar to that unconsciously used by those who 
try to find the meaning of rebuses or ciphers on the back pages of illustrated papers. 
In order to guess the meaning of these enigmas, we imagine some meaning or other. 
Then we observe whether this really agrees with the figures or pictures before us; 
if it does not, it is a hypothesis to be rejected. We then conceive another one, and 
so forth, until we obtain a more successful result or give it up as a bad job. 
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solely by self-interest — wbicb it had a perfect right to do — its 
error lay in believing in the real existence of such a maUj and in the 
existence of no one else in the economic world. 

The deductive method, then, is not dead: but it lives to-day in 
the form of two new methods. 

The first of these is the mathematical method. This method 
considers the relations which arise among men in any given circum- 
stances as relations of equilibrium^ like those studied in mechanics, 
and capable, like them, of being expressed as algebraic equations. 
To accomplish this, the problem must be reduced to a certain num- 
ber of given conditions, excluding all the others, exactly as is done 
in mechanics.^ 

The second is the psychological method, called also the Austrian 
method, from the nationality of its most eminent representatives.® 
This school devotes its attention exclusively to the theory of value, 
which it makes the centre of all economic science. And as value, 
according to this school, is only the expression of human desires, 
economic science is naturally reduced to a study of human desires 
and the causes which intensify or diminish them, which involves a 
very subtle psychological analysis. Moreover, the old classical 
principle, revived under the name of the hedonistic principle (from a 
Greek word meaning pleasure or enjoyment) — the principle of 
obtaining the maximum of satisfaction with the minimum of effort 
— was itself entirely psychological. 

It is evident that these two modern schools employ the deductive 
method carried to its extreme consequences. None the less we must 
do them the justice of conceding that they have not committed the 
error into which the old deductive school had fallen, of being caught 
in the trap of their own speculations. They do not regard their 
hedonistic principle, or their abstractions, as anything but the hy- 
potheses necessary for the establishment of a pure science. 

On the other hand, if the abstract method of Ricardo is thus re- 
vived in the mathematical and psychological schools, the naturalistic 
method of J. B. Say may also be said to live again in the organic 
school, which makes political economy an annex of natural history 
and biology, by assimilating human societies to living beings, each 

^ This method was started by Cournot in France, many years ago (Recherches 
sur les fTtncipes maikematiques de la tkiorie des richessesy 1838), but with no success. 
It was reintroduced by Jevons, Marshall, and Edgeworth in England, by Walras at 
Lausanne, Vilfredo Pareto and Pantaleoni in Italy, Gossen and Launhardt in Ger- 
many, and Irving Fisher in the United States. 

* Professors Karl Menger, von Boehm-Bawerk, and Wieser. 
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of tLeir institutions being regarded merely as an organ adapted to 
the performance of a certain function. Physiological laws are thus 
transformed into social laws: railways correspond to the circulatory 
system of arteries and veins; telegraph wires form the nervous 
system; the rich are the ‘‘adipose tissue’’ of the social organism; 
and the stock exchange is its heart. 

But this school, which prospered for a time, has suffered a consid- 
erable decline. Many sociologists protest nowadays against the 
comparison of society to an organism. Herbert Spencer himself, 
who had developed these analogies most brilliantly in his Prin- 
ciples of Sociology^ protested subsequently against all attempts to 
assimilate human societies to living organisms. 

II. THE SCHOOLS FROM THE POINT OF VIEW OF 

SOLUTIONS 

It is not only in the matter of method that economists are divided 
into a number of different schools, but still more in regard to pro- 
grammes of action — what the Germans call social politics — the 
solutions proposed for social problems. 

In contemporary economic thought we can distinguish many 
schools — almost as many schools as authors, in fact. But, like 
the colours of the spectrum, they can be reduced to three fundamental 
ones. 

1. The Liberal School 

The first of these schools is sometimes called the classical school, 
because all the founders of political economy belonged to it — the 
physiocrats, Adam Smith, Ricardo, J. B. Say, and John Stuart 
Mill. It is also sometimes called the individualist school, because 
it regards the individual as both the originator and the end of economic 
activity. Its adversaries call it, ironically, the orthodox school, 
because of the dogmatic nature of its assertions and because it ex- 
cludes from the science aU who regard it differently. But it has 
many times declared that it will accept no other title than that of 
the liberal school. Moreover, this name describes it very well, and 
agrees with the celebrated formula which for a long time served as 
its motto : laisser faire, laisser passer; so it will be best to give it 
this name exclusively. 

But is it really a “school”? Against this insinuation its partisans 
haughtily defend themselves, claiming to represent the science it- 
self. They give themselves, and are conceded by their opponents, 
the name of “economists”, simply. And it is true that the begin- 
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nings of this school coincide with the origin of economic science itself. 

The doctrines of the school are simple, and may be summed up in 
three points: — 

(1) The liberal school believes in the existence of a Natural Order, 
in the sense that human societies are governed by natural lawSy which 
we could not alter even if we wished, because they are not of our own 
making. Moreover, we have not the least interest in modifying 
them, even if we could, because they are good laws, or at any rate 
the best possible. The part of the economist is confined to discov- 
ering the action of these natural laws, and the duty of individuals 
and of governments is to strive to regulate their conduct in accord- 
ance with them.^ 

(2) The liberal school is individualist, in the sense that it regards 
individual effort as the prime and even the sole motive power of social 
evolution. It does not consider this as any contradiction of the 
doctrine of natural laws just described, for these laws, as this school 
conceives them, do not in any wise restrain human liberty: on the 
contrary, they are only the expression of relations which arise spon- 
taneously among men living in society, wherever these men are left 
to themselves and are free to act according to their own interests. 
These individual interests, though apparently antagonistic, are 
in reality concordant, and a harmony is established among them 
which constitutes precisely the natural order of things, and is far 
superior to any artificial arrangement that could be devised. 

(S) The r61e of the legislator, if he wishes to ensure social order 
and progress, must therefore be limited to developing individual 
initiative as much as possible, removing whatever might hinder 
such initiative, and only preventing individuals from injuring each 
other in the exertion of it. Consequently, the intervention of authority 
should be reduced to the minimum that is indispensable to the safety 
of all — in one word, to the policy of laisser faire. 

^ This optimistic tendency is particularly marked in the French school. It reaches 
its climax in Bastiat’s book, Les Harmonies ^conomiquesy and Dunoyer’s La LiherU du 
Travail, but it appears again in the writings of several more recent French economists, 
as, for example, in M. Paul Leroy-Beaulieu’s book on the distribution of wealth, 
which bears this significant subtitle. The Tendency to a Smaller Inequality of Con- 
ditions, and in the works of M. Yves Guyot. 

This tendency is much less prominent in the English school, which, on the contrary, 
is in some respects plainly pessimistic. It is notably so in the theories of Ricardo, 
Malthus, and even John Stuart Mill (to be noticed later on), such as the laws of pop- 
ulation, rent, wages limited of necessity to means of subsistence, diminishing return, 
the stationary state, etc., but none the less this school accepts them as unavoidable 
necessities. 
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This conception certainly lacks neither simplicity nor grandeur. 
Whatever may be its future destiny, it possesses at least the merit 
of having served to establish the science of political economy; and 
if other doctrines must one day take its place, it will none the less 
remain the foundation on which they are built. 

We shall certainly not reproach it, therefore, as the German school 
has done, with having led to nothing but a barren metaphysical 
doctrine of natural laws. But, by the logical development of the 
very principles we have just outlined, the hberal school has been 
driven to justify all existing economic institutions, to deny or to 
minimize the grievances complained of by the working classes, and 
even, when their sufferings could not be denied, to see in them only 
the inevitable consequence of general progress and a necessary sanc- 
tion, as it were, of the law that bids men labour and be thrifty.^ 
The result is that this school has drawn upon itself the epithet 
harsh — a title which is undoubtedly altogether improper as applied 
to a scientific conception, but which must be understood to mean 
that this conception has become hateful to the sufferers who are 
looking for relief. “No matter,” would be the proper reply, if such 
indeed were the truth! But this attitude would seem to have been 
dictated less by a truly scientific spirit than by a settled determination 
to justify the existing social order. In fact, our reply ought to be 
as follows : — 

(1) The idea that the existing economic order is a natural order, 
in the sense that it is the spontaneous outcome of natural laws and 
of liberty, and that therefore it is, if not aU that it should be, at least 
all that it can be, does not seem to be well founded. History shows 
us that what we call the fundamental institutions of the social order, 
such as landed property and the wage system, etc., are very often 
the result either of war and brutal conquest (for example, the ap- 
propriation of the soil of England and Ireland by the landlords, 
or that of the Polish and Baltic provinces by the Prussians, originated 
historically in conquest, usurpation, or confiscation); or else of 
laws made by certain classes of society for their own benefit (such as 
laws of inheritance, fiscal laws, etc.). If, therefore, the world were 
to be made over again, and even if it could be remade under conditions 
of absolute freedom, there is no proof that it would resemble the 
world of to-day. 

(£) Even if we admit the existence of natural laws, and even if 
we admit, as we have done, that these laws may be defined as con- 

^ “It is good that there should be lower regions in society for the reception of fami- 
lies that misbehave. This dreadful hell is poverty!” (Dunoyer, Liberie du Travail^ 
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staat and necessary relations between certain facts, there is no 
ground whatever for concluding that these facts are themselves 
either constant or necessary. Nor does it by any means follow that 
our social institutions possess that fixed and definite character which 
the liberal school is pleased to claim for them. An economic law 
can just as well be revolutionary as conservative. In any case, if 
the supreme law of nature is the law of evolution, as contemporary 
science teaches, then we should have to say that natural laws, far 
from excluding the notion of change, always presuppose it. The 
liberal school regards the wage system, for instance, as a fixed and 
definite institution; socialists and co-operators regard it, on the 
contrary, as a transitory one, like the systems of slavery and serf- 
dom which preceded it. This is not the place to argue in favour of 
either one view or the other, but what we can say is that natural 
laws may be appealed to by the second school as well as" by the first. 
And it is the same with the question of the ownership of land. 

(3) Still less is it right to conclude, even admitting the existence 
of natural laws, that they are necessarily good, or at least the best 
possible, and that therefore the best thing to be done in the interests 
of all is to leave them alone. The spider’s web is an entirely natural 
fact; but this knowledge brings little consolation to the fly that is 
struggling in it. Now the economic world is full of spiders’ webs, 
and there is nothing anti-scientific in bringing along a broom. 

As for the vis medicatrix natures^ which inspires the doctrine of 
laisser faire — the belief that nature is the best of physicians — 
every scientist to-day regards it as an old woman’s superstition. 
No doubt there are forces in every living body that fight spontane- 
ously against disease and death — otherwise all life would have dis- 
appeared from the earth, or rather it would never have appeared 
at all. But if we leave to nature the task of healing the sick during 
an epidemic, or tending the wounded after a battle, few of them will 
recover. It is just the same in the life of society. All that can be 
said is that since economic science is even less advanced than medical 
science, it may often be a wiser policy for governments to withhold 
their hand than to intervene blindly. 

2. The Socialist Schools 

The socialist school is as old as the classical school: we may even 
say it is older, for there were socialists long before there were econ- 
omists. It was only, however, after economics had assumed a 
scientific character that socialism became established, by the very 
fact of its antagonism to the new science. As the doctrines of 
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this school are pre-eminently of a critical nature, and show great 
divergencies among themselves, they are much harder to formulate 
than those of the preceding school. However, they may be summed 
up as follows ^ 

(1) All schools of socialists regard the existing social order as evil 
because it confers on a small number of parasites the power of ex- 
ploiting the masses by making them work for the benefit of their 
masters: panels humanum genus vimL Not only so, but they also 
regard it as anti-economic because it involves a waste of labour and 
of wealth. 

They look forward, therefore, to a new order of things in which 
ownership shall no longer be a means to the attainment of an income 
by other people’s labour. And according as these schools are more 
or less exacting in their demands for restrictions on the right of 
ownership, they can be classified as follows, in a descending scale: 
communism, which demands the suppression of all private property; 
collectivism, which only requires the suppression of property which 
involves the employment of wage-earners; agrarian socialism, which 
would be satisfied with the suppression of property in land, because 
land is a natural form of wealth; and the co-operative school, which 
aims only at the abolition of profit, without touching private prop- 
erty. 

(2) These socialist schools are more or less revolutionary, without 
denying thereby the doctrine of evolution. They regard revolution 
— the sudden putting into practice of a secret and slowly matured 
plan — as just one of the normal forms of evolution, not only in the 
social sphere, but also in the biological and the geological. Earth- 
quakes and the upheaval of mountains were one of the factors that 
determined the present form of the earth, and the chicken, when it 
leaves the egg, has to break the shell with its beak. Every birth is 
to some extent a revolution, and when the new society is ready to 
be born from the womb of the old, violence would merely play the 
part of a midwife. 

^ Socialism, if we leave out of consideration a long line of precursors extending as 
far back as Plato, is represented in the nineteenth century principally by the follow- 
ing exponents. In France: Saint-Simon (Systeme industrielf 1821); Fourier {Asso- 
ciation Domestique Agricole, 1822); Proudhon (Quest-ce que la Fro'prietef 1840); 
in England: Owen (whose chief work, New Views of Society, was published in 1812); 
in Germany: Rodbertus (Social Letters to Kirchmann, 1850); 3S]arl Marx (Capital, 
vol. i, 1867, followed by three posthumous volumes). 

Down to the middle of the nineteenth century socialism was most vigorously ex- 
pounded in France; but since then contemporary socialism, often called Marxism, 
has taken its distinctive physiognomy from Germany. 
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Modern socialists, unlike their predecessors, whom they describe 
as ‘"Utopians,” believe no longer that the existing social order can 
be changed at wilL^ It might even be said that the socialist schools 
are more determinist than the liberal school, in the sense that they 
affirm the omnipotence of environment over the individual. This 
was the doctrine even of Owen and Fourier, and it is affirmed by the 
Marxian school under the name of historical maierialism, meaning 
thereby that the facts of the economic order, particularly those re- 
lating to production and the industrial arts, determine all social 
facts, even the most distant and the highest in the scale, such as 
those that belong to the political, moral, religious, and aesthetic 
orders. “By changing their methods of production,” wrote Marx, 
“men change all their social relations. The hand mill will give 
you a feudal form of society; the steam-driven mill, a society ruled 
by the industrial capitalist.” And on these lines they ^undertake to 
explain, by purely economic causes, the coming of Christianity 
or the Reformation, the Renaissance, the party strife of Guelphs 
and Ghibellines or whigs and tories, and anything else you please. 

However, this determinism does not possess the fatalistic character 
that is attributed to it, for even if social evolution is determined 
by the substitution of steam mills for hand mills it must not be 
forgotten that they are both products of human industry, and that 
consequently the collective action of man is itself the prime factor 
in that evolution which gives rise to it and passes beyond it. 

(8) The socialist schools aim at transforming into public services 
everything that falls to-day within the scope of private enterprise. 

But this does not mean, as it is frequently said to mean, that 
socialism wants everything to be done by the State. So far is it 
from wishing to place everything in the hands of the State, that it 
desires, on the contrary, to abolish the State. The general support 
that it gives to legislative projects for extending the functions of the 
State is given merely as a temporary measure for transforming 
individual enterprises into collective ones. For it professes as much 
contempt as the liberal school does for the State of to-day — the 
bourgeois State, as it calls it — that is to say, the State as organized 
by politicians and employers and inspired by the same interests as 
the capitalists. In its plans for social reorganization it even avoids 
using the phrase “State ownership,” and speaks instead of “social- 
ization” or “nationalization,” which means simply that every en- 
terprise is to be conducted solely in the public interest and without 

^ It is true that Marxian socialism proclaims “the conquest of public powers** 
as a means to its end; but syndicalist socialism stands aside from all political action. 
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thougM of profit. But these committees of management are to 
lose all political character, and become purely economic: they wil 
be nothing but the administrative councils of a kind of huge co- 
operative society embracing the whole country. That is where 
pure socialism differs from State socialism, which we shall notice 
further on. 

(4) Lastly, the most salient feature of socialism as it exists to-day 
is that it is a class socialism. That is to say, it lays it down as a 
fact that the interests of the wealth-possessing classes are necessarily 
antagonistic to those of the workers.^ It does not deny that the 
bourgeois or capitalist classes have had their part to play in the 
formation of the existing society, but, having become parasitic, 
they should be eliminated. Hence the declaration of class war 
which is the fundamental principle of the socialist programme. It 
should be observed that this feature did not appear in the older 
socialism, or in French socialism in the nineteenth century. It is 
specifically a working-class characteristic, and it is particularly 
prominent in a quite modern form of socialism called syndicalism. 
As the name of this system indicates, its organ is a syndicate: now 
the syndicate, by its very definition, can only admit workers, and 
can therefore only be concerned with class socialism. The programme 
of this school, quite naturally, aims at the abolition of the wage 
system rather than of property. It scorns to employ any political 
means, for it has at its disposal a far more powerful weapon — that 
of the general strike. 

It is impossible in this chapter to estimate the value of the com- 
plaints made by the socialist school against the present social order: 
we shall meet with them again when we come to deal with the sub- 
ject of distribution. Suffice it to say here that the actual successes 
of socialism in every country can scarcely be explained unless it 

^ Among the various socialist schools the anarchist sdiool is distinguished by such 
marked characteristics that it should be placed in a separate category. The very 
name “socialism” is scarcely applicable to it, for it carries individualism to an ex- 
treme, together with a horror of all regulation and all constraint. It appears rather 
as a kind of exaggerated liberalism (and it is willing to be called libertarian socialism). 
But, whereas the liberal school is satisfied with reducing legislation to a minimum, 
the libertarian school would abolish it altogether. Moreover, it rejects individual 
property as incompatible with the full independence of the individual, for, as it has 
been wittily said by M. Wilfred Monod, a Christian socialist: “Is not the right of 'pri- 
vote property the right to deprive another of it ? ” 

It should be noted also that anarchism differs from syndicalist socialism in that its 
adherents have always been intellectuals rather than workers. 
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holds a portion of truth, and that as a critical doctrine it has exerted 
a wholesome influence on the thought and the tendencies of our time. 

But as a constructive doctrine, as a scheme of economic organiza- 
tion to replace the system under which we live, it has met with no 
success. All the systems hitherto proposed, after having won over 
a few enthusiastic disciples, have been abandoned or continue to 
exist only as vague hopes (save only the co-operative system); 
and as for the so-called scientific socialism, it has refused to formulate 
a scheme of organization, and has even had to repudiate those which 
the bolder spirits had prematurely drawn up. 

3. The Reforming Schools 

Under this head we group together the various schools which, 
while admitting that the existing economic organization is the result 
of natural laws and could not be destroyed without bringing the 
nation to ruin, recognize none the less that it is full of injustice and 
waste. They are determined, therefore, to seek the means of pro- 
viding a remedy. 

The characteristics common to these schools are as follows : — 

(1) They reject the characteristic principle of the liberal school, 
the doctrine of laisser fairCy which means relying on the free play of 
individual interests to ensure the satisfaction of the public interest. 
They believe, on the contrary, that the public interest stands in 
great need of being safeguarded, and they seek for institutions which 
shall achieve this end: some find a suitable institution in the State, 
some in the principle of association, some in religion, and so forth. 

(2) They also reject the absolute separation sought to be effected 
by the school of pure political economy between justice and utility, 
between economics, law, and morals. All these schools — State 
socialism, Christian socialism, juridical socialism, and “solidarism’’ 
— have a more or less ethical character, as it is called. 

i. State Socialism 

This school absolutely rejects all idea of natural law in the economic 
sphere, and even turns it to ridicule; it attaches correspondingly 
greater importance to the 'positive laws promulgated by the legislator, 
and regards them as one of the most powerful factors in social evolu- 
tion. It is led therefore to extend considerably the functions of the 
State, and in this matter it shares none of the dislike and distrust 
felt by the liberal and socialist schools. 

This school has exerted a great influence in recent times, not 
only over the minds of men, but over legislation. The great move- 
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ment for labour legislation that dates from the last quarter of the 
nineteenth century; the treaties concluded between States for the 
international regulation of labour; the moral and often financial 
support given by the State to a multitude of social institutions, are 
in great measure due to the influence of this school. It has certainly 
done a great service to science in widening the narrow, factitious, 
deliberately simplified, and irritatingly optimistic point of view which 
always delighted the classical school. It has forced economic 
science to abandon that systematic abstention from interference to 
which it was wedded; and to the question. What is to be done? — 
the question that human misery has so long been asking — it has 
tried to find another answer than the barren laisser faire. 

At first it was always the State that made the laws, and it is the 
laws that make justice. When it is said that laws cannot change 
morals — qidd leges sine morihusf — it is enough to point to the 
action of the State in prohibiting absinthe, obscene literature, mal- 
thusianism, and gambling. Is it really imagined that legislation 
can only follow customs, and give a sanction to them? Does it not 
rather strive against them? 

Even if the State be still badly organized, it must not be forgotten 
that in the course of history it has done some very great and very 
fine things, even if we look at the economic sphere alone — things 
which individual enterprise was powerless to accomplish, in putting 
an end to the iniquities that self-interest and the desire for profit 
had definitely encouraged. Such are the abolition of slavery, of 
serfdom, and of trade privileges, the regulation of labour, the pro- 
tection of children, the making of roads, and the sanitation of cities. 
No doubt these reforms were first instigated by individuals: we 
cannot forget the part played by Wilberforce and Mrs. Beecher 
Stowe in getting negro slavery abolished, or that of Lord Shaftesbury 
in freeing the children from the factories. No doubt the State only 
puts itseK in motion after individuals have made a start, and can 
act only through individual instruments — the State is always a 
'person, be it hero or writer — but none the less it is by collective 
power that these individual good intentions manage to get realized.^ 

Here are the principal objections that are raised against State 
socialism: — 

^ During the war which has lately turned the world upside down, there was an 
enormous extension of State socialism — almost as much in liberal England as in 
Grermany. It will be said, no doubt, that the laws of war-time are not the same as 
those of peace; but is the public safety anything but the public interest raised to its 
highest term? 
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It is said that the State, even when it accomplishes reforms that 
are good in themselves, can only do so by means of constraint But, 
to begin with, it must be observed that constraint is inevitable in 
every case of collective enterprise, even in cases of voluntary asso- 
ciation, since the minority has to bow to the will of the majority. 
Moreover, it is a mistake to think that the State acts always by way 
of constraint, prescribing one thing or forbidding another; some- 
times it acts by way of examphy as when it employs labour in its 
workshops and yards; more often it acts by giving assistance, as 
when it makes roads, ports, canals, or telegraphs, or subsidizes 
certain industries, such as railways, or institutions founded by private 
initiative, such as mutual aid societies, loan societies, unemployment 
insurance, and pension fimds. Sometimes it actually establishes 
and puts at the disposal of its citizens such institutions as profes- 
sional schools, savings banks, and insurance organizations. 

Another and more practical objection to State socialism is that 
too often the State has shown the most deplorable incapacity in 
economic matters, and has also often become the instrument of 
parties, rather than the organ of the interests of the whole nation. 
This is only too true, but these defects are due less to the essential 
nature of the State than to its present organization. 

We must not forget that the State and the municipalities, even 
in countries that are most advanced from a democratic point of 
view — we should rather say, especially in these countries — was 
organized only for political purposes, and not by any means for the 
exercise of economic functions. The latter are even made subordi- 
nate to the former: witness the influence of electioneering interests 
when it is a question of building a railway or reducing the staff of 
an arsenal! The division of labour in matters of government is 
still in an embryonic form; public functions are arbitrarily dis- 
tributed; the power of governments is unstable; so-called universal 
suffrage, which too often does not even represent the will of the 
majority, is crudely organized; and all these circumstances render 
the State actually unfit for the accomplishment of economic ends. 
But it is reasonable to hope that when the State is constituted with 
a view to its new functions, it wiU be able to act more economically 
and more effectively than it has hitherto attempted to do. A be- 
ginning has been made by the establishment here and there of self- 
governing and reasonably competent organs of State, such as the 
public offices” for food and housing. 
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ii. Solidarism 

State socialism lias reached its fullest development in Germany; 
but in France it appears rather in the shape of '‘solidarism/’ 

The fact of solidarity — the mutual interdependence of mankind, 
so clearly demonstrated by the division of labour, by exchange, and, 
as regards successive generations of men, by heredity — has long 
been noticed. But it was regarded in the past as a natural law 
which did not require the assistance of individuals to work itself 
out, and which, moreover, could not by any means always be con- 
sidered a blessing, for solidarity in evil, such as the transmission of 
disease by contagion or heredity, is more visible than solidarity in 
good. And, from the moral point of view, it seemed contrary to 
justice, for justice demands that each man should be responsible 
only for his own actions. 

The desire of the solidarist school, on the other hand, is that 
solidarity, from being merely a crude fact, should become a rule of 
conduct, a moral duty, even a legal obligation having legal sanction. 
The reason it gives is this: that since solidarity, as a natural law, 
has shown us clearly that aU our deeds react for good or for evil 
upon others, and their deeds upon us, our responsibility and our 
risks are enormously increased. If some are poor and wretched, 
we ought to assist them, for two reasons: first, because we are prob- 
ably in part the authors of their misery, by the way we have con- 
ducted our business, our investments, our purchases, or by the 
example we have set them; therefore, being responsible, our duty is 
to relieve them; secondly, because we know that we ourselves or 
our children are liable to become the victims of the misery of others: 
their diseases will infect us, their depravity will demoralize us; 
therefore it is also our interest, rightly understood, to succour them. 

Human society must be transformed, then, into a sort of vast 
mutual aid society in which natural solidarity, corrected by each 
man’s good will, or, in default, by legal constraint, shall become the 
foundation of justice, and in which every man will be called upon to 
assume his share of other men’s burdens and to take his share also 
of other men’s profit. And to those who are afraid that this will 
diminish individuality, seK-help, and self-reliance, the answer must 
be given that individuality is asserted and developed as much in 
helping others as in helping oneself.^ 

Solidarism differs from socialism in maintaining what are called 

^ Vinet, the protestant theologian of Lausanne, has admirably said that “to give 
oneself, one must own oneself.” 
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tte bases of the existing social order — property, inheritance, free 
disposal of one’s possessions — and the inequalities which result 
therefrom. But it mitigates these inequalities by binding the weak 
and the strong together with a thousand bonds of voluntary asso- 
ciation. However, it also allows of State intervention whenever 
labour legislation, sanitary laws, or laws concerning adulteration 
tend to prevent the degradation of the masses, or even when certain 
kinds of compulsory insurance or thrift tend to inspire the various 
classes of the nation with the spirit of solidarity. It cannot be for- 
gotten that the State is itself only the oldest and most impressive 
instance of solidarity among men. No doubt solidarity does not 
acquire its full moral value until it becomes voluntary, but solidarity 
imposed by law may be indispensable in preparing the ground for 
the growth later on of free co-operation.^ 

Solidarism, just like State socialism, has inspired • most of the 
legislation in France of late years for the protection of labour, in- 
surance, poor relief, and education. It has recently achieved an 
impressive triumph in the undertaking by the government to com- 
pensate the inhabitants of the invaded districts for all the damage 
caused by the war.^ 

iii. Social Christianity 

The Christian school believes strongly in natural laws, like the 
classical school, and calls them laws of 'pi'omdence. Only it believes 

^ In a little volume by Claudio Jannet, Frederic Passy, Stiegler, and Gide, called 
Quatre Ecoles d’Economie Sodale (Geneva, 1890) will be found the programme that 
we drew up at that date, imder the title, UEcole Nouvelle. 

* M. L4on Bourgeois has tried to give a legal shape to the somewhat vague concept 
of solidarity. Every man, he says, is born a debtor to society in virtue of a tacit con- 
tract — what he calls a quasi-contract — which is a result of the collective advantages, 
produced by the labour of all, of which he has his share. He should begin, therefore, 
by paying his debt — for example, by contributing to the insurance, the relief, and the 
education of his brothers, as well as by all other methods yet to be determined upon. 
It is only after this preliminary condition has been fulfilled that economic liberty and 
private property can have full sway. 

The objection to this ingenious theory is that there cannot be debtors without 
creditors. Now it is not easy to say which members of society are to be considered 
creditors, and which as debtors. Or rather, should not everyone be regarded as both 
debtor and creditor? — in which case the debt is extinguished by “confusion.” It 
might be thought, at first sight, that the rich are debtors and the poor creditors, for 
the poor are generally spoken of as “disinherited.” But nothing is less certain than 
this, for very possibly the rich man has really given much more to society than he has 
received from it — some great inventor, for instance — and, conversely, the poor 
man may be disabled or crippled and quite incapable of giving anything in exchange 
for what he has received. 
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ttat the play of these laws of providence may be profoundly upset 
by the wrong use of human freedom, and that this is, in fact, exactly 
what has happened. Through the fault of man, through Adam’s 
sin, the world is not what it ought to be, not what God would have 
wdshed it to be. Unlike the liberal school, therefore, this school is 
by no means optimistic: it does not regard the social order as good, 
nor even as tending naturally to become better. Man’s duty is 
not to follow his own nature but to overcome it. 

The catholic school goes further. It regards the proud faith in 
liberty, which it calls liberalism^ as the real cause of social disor- 
ganization. It launches such vigorous criticisms against the exist- 
ing organization of society — against capitalism, against profit, 
against interest (branding it, as in the middle ages, with the name 
of usury — tisura vorax)^ against joint-stock companies, against 
free trade and all forms of internationalism, and above all against 
competition — that it has won for itself from liberal economists 
the name of catholic socialism. It objects strenuously, however, 
to this designation, and indeed, despite certain points of view which 
they have in common, it differs ioto orhe from the socialist school. 
To begin with, it by no means proposes to abolish the fundamental 
institutions of the present social order — property, inheritance, and 
the wage system — but rather to consecrate them in the spirit of 
Christianity. Furthermore, it does not believe in evolution or in 
the spontaneous progress of mankind. As regards practical measures, 
it pins its faith above all to professional association, or the guild 
system, with a view to the continuance in a modern spirit of the 
old corporative rule. 

It would seem as if the protestant school ought to be even fur- 
ther removed from socialism than the catholic, since protestantism 
is generally looked upon as the religion of liberalism and individual- 
ism. Yet it is just as hostile to economic liberalism so far as this 
liberalism is based upon faith in natural laws, for it feels even more 
strongly than the cathohc school that nature is sin and must be 
striven against.^ But to the younger school this sin has ceased to 
be purely individual, and has become particularly social sin, de- 
manding, therefore, social salvation. 

This school believes that the world must be radically reformed, 
so as to approximate to the Kingdom of God, whose coming should 

^ The confession of faith of the Reformed Churches of France, read in public eveiy 
Sunday, says: *‘We acknowledge and confess that we are miserable sinners, inclined 
to evil, and incapable by ourselves of doing right.” This is only a repetition, more- 
over, of the words of the apostle Paul. 
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be awaited and prepared for. in this world by all believers. It also 
denounces competition and the pursuit of profit. It accepts the 
institution of property, but regards it as a social function. 

As regards a practical programme, co-operation, with its motto, 
‘‘Each for aU, and all for each,” is the solution which seems in gen- 
eral to correspond most closely to the evangelical ideal. 


CHAPTER m — WANTS AND VALUE 

I. THE WANTS OF MAN 

The wants of man are the underlying motive of all economic 
activity, and consequently the starting-point of economic science. 
The whole of political economy could therefore be introduced into 
this chapter. 

Every living being, in order to develop and accomplish its pur- 
poses, needs to borrow certain elements from the world around it, 
and, when they are lacking, the result is, first, suffering, and finally, 
death. From the plant, and even from the crystal, up to man, this 
necessity increases with the increase of individuality. Every want, 
so long as it is unsatisfied, gives rise in living beings to an impulse 
which seeks the means of satisfaction, and, as soon as it finds it, 
becomes a desire. This desire in its turn induces the effort necessary 
to obtain the object that will satisfy it. 

Now because effort is always more or less painful, man sets his 
wits to work to get the maximum of satisfaction with the minimum 
of effort. This law — the law of least effort, called by economists 
the hedonistic principle, from the Greek meaning pleasure or 

satisfaction — is the basis of all economic science and of industry 
as well, for every mechanical discovery, every improvement in or- 
ganization, all economic progress, in short, derives from this prin- 
ciple. 

But political economy is not therefore based on idleness, for the 
law of least effort implies not so much a distaste for effort as a wise 
economy of effort — that is to say, a more useful employment of 
time and labour. The most active men in business, just like the 
best trained athletes, are those who make the best application of 
this law. 

The wants of man have several characteristics, each of which is 
of great importance because some great economic law is based on it. 
These characteristics are as follows : — 

(1) Man’s wants are unlimited in number. This feature dis- 
tinguishes man from the animals, and is the mainspring of cmli- 
zation in the strictest sense of the word, for to civilize a people is 
only to increase its wants — as we see in colonization. 
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The wants of humanity are like those of a child. At birth the 
child needs nothing but a little milk and a warm covering; but little 
by little he requires more varied food, more complicated garments, 
and something to play with; each year gives rise to some new desire. 
In primitive communities man’s wants are almost all primary ones 
— the physiological needs we have just mentioned; other wants 
are still unknown. But the more we see the more we learn, and the 
more our curiosity is awakened, the more do our desires increase and 
multiply. So also we are conscious to-day of a thousand wants that 
were unknown to our grandfathers: wants of comfort, hygiene, 
cleanliness, education, travel, intercourse — the taste for flowers is 
of quite recent date — and it is certain that our grandchildren will 
feel yet new wants. If we were to discover, on another planet, beings 
superior to man, we should no doubt find among them a multitude 
of wants of which we in this world can have no idea.^ ' 

This indefinite multiplication of wants, then, has created modern 
civilization and ail that we call progress. This does not mean that 
it makes men happier. It has often been remarked that the multi- 
plication of desires and of desirable objects — otherwise called 
wealth — has no necessary connection with the increase of hap- 
piness. 

Moreover, it must be observed that even purely economic wants 
are not devoid of moral value. In fact, every new want constitutes 
a new social bond, for we can generally only satisfy our wants by the 
aid of our neighbour, and this strengthens the sentiment of soli- 
darity. The man who has no wants — the hermit — is sufficient 
unto himseh, which is precisely what a man should not be. As for 
the working classes, we should rejoice, and not regret, that new 

^ It would be useful, alike from the economic and the moral point of view, if we 
could draw up a hierarchy or scale of wants. But there is no standard available for 
this purpose. 

Perhaps, however, we should be right in thinking that the importance of wants 
can be measured by the order of their appearance in history or pre-history, if sociology 
could supply us with sufficiently precise information. It is obvious that the want of 
food came first. That of defence of the individual against animals or enemies must 
have followed it very closely. That explains the longstanding and terrible importance 
of the need for weapons, which was no doubt just as great, or even greater, in the life 
and work of men of the stone age as it is in the budgets of civilized countries in the 
twentieth century. But the curious and unexpected thing is that the want of orna- 
meni came before that of clothing. -This is the first of the wants that distinguish 
men from animals. As Th6ophile Gautier has observed: “No dog ever conceived of 
wearing ear-rings; but the stupid Papuans, who eat clay and earthworms, hang 
coloured beiTies and shells in their ears.” On the other hand, the need for rapid 
communication came much later, but has increased enormously in modern times. 
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wants and desires continually torment them; for otherwise they 
would have remained in a state of eternal slavery. 

(2) Wants are limited in intensity. This is one of the most im- 
portant propositions in political economy, for on it, as we shall see, 
is founded the new theory of value. 

Wants are limited in the sense that a certain amount of some 
object or other is sufficient to satisfy each of them. A man needs 
only a certain quantity of water to assuage his thirst. 

But there is more in it than that. Every want goes on decreasing 
in intensity as it becomes satisfied, up to the point of satiety. At 
this point the want disappears and is replaced by disgust or even 
suffering.! 'j'q suffer thirst is the worst of torments; but so was the 
medieval “water torture,” by which the victim was compelled to 
swaUow excessive quantities of water. 

The more- natural or 'physiological a want is, the more clearly 
marked is its limit. It is easy to teU how many pounds of bread 
and how many pints of water a man needs. But the more artificial 
or social a want is, the more elastic is its limit. Certainly it is 
scarcely possible to say how many horses would be needed by a 
sportsman, how many yards of lace by a fashionable woman, how 
many rubies by an Indian prince, and, above all, how much money 
by any civilized man, before these people were fully satisfied and 
cried “Enough!” Nevertheless, we may say that for them too 
satiety is inevitable. At all events, as each new object is added 
to those already possessed, the resulting pleasure goes on rapidly 
diminishing. 

It is true that in the case of money satiety is rare and almost in- 
conceivable. This is for the very simple reason that money is the 
only kind of wealth which has the property of satisfying, not one 
definite want, but all possible wants; consequently it only ceases to 
be desired when all other wants have been met. T his puts back the 
limit to an almost infinite distance. None the less it is evident 
that an extra half-crown does not provide a millionaire with a pleas- 
ure at all comparable to that which it procures for a beggar. Buffon, 
who was no economist, but a very clever man, noticed this long 
ago: “The poor man’s half-crown,” he said, “that is going to pay 
for something of prime necessity, and the half-crown that fills up 

! This is like the. well-known mathematical series which go on diminishing until 
they reach zero and then begin to increase below zero, but as minus quantities. The 
different degrees of want are the positive terms of the series; the different degrees of 
satiety, down to disgust, are the negative terms; between the two is zero, which is 
the point of indifference. 
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the money-bag of the rich financier, are two identical objects in 
the eyes of a mathematician; but, from the moral point of view, 
one of them is worth a sovereign and the other is not worth a far- 
thing/’ Of course it is only to its rich owner that the half-crown 
is not worth a farthing, for its purchasing power in the market re- 
mains the same. 

(3) Wants are competitive, which means that one want can very 
often be developed only at the expense of other wants which it 
abolishes or absorbs; and they are very often interchangeable, so 
that one can easily take the place of another, like the parts of a 
bicycle or a gun. Just as ‘‘one nail drives out another,” according 
to the proverb, so one want drives out another. That fact is the 
basis of a very important economic law called the law of substitution. 
It has been noticed often and in various countries that the popularity 
of the bicycle and the motor-car has done considerable damage 
not only to the trade in riding-horses and to coach-building, but 
even — most unexpectedly — to the manufacture of pianos 

This law of substitution is of capital importance because it oper- 
ates as a kind of safety-valve for the consumer, when the satisfaction 
of one want becomes too burdensome by ordinary means. 

Morality and hygiene make use of this law when they endeavour 
to replace lower and more brutal wants by those of a higher order. 
Thus, to combat drunkenness, for example, temperance societies 
have foimd nothing better than opening “temperance restaurants” 
in which an effort is made to accustom people to drink tea or coffee. 
Notice also that a material want may be replaced by an intellectual 
want — the public-house, for example, giving way to the reading- 
room — or by a moral want, as when, for instance, a workman goes 
without a drink in order to pay his subscription to a provident fund, 
a trade union, or a political association. 

(4) Wants are complementary: they generally go in company, 
and cannot easily be satisfied separately. What is the use of an 
odd shoe or an odd glove? What use is a carriage without a horse, 
or a motor-car without petrol? A good overcoat is not sufficient 
to keep out the cold: we must also have had a good dinner. The 

^ It is important to distmguish between the substitution of one want for another 
want, and the substitution of one object for another object for the satisfaction of the 
same want — what is called a succedaneum. The latter kind of substitution is less 
interesting. The recent war furnished numberless examples, and these on the largest 
scale: bread made of rye or even potatoes instead of wheat, nettles substituted for 
cotton as a textile fabric, cellulose used instead of cotton for explosives, saccharine 
in place of sugar, and all the ersatz commodities that enabled Germany to defy the 
blockade for so long. 
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want of food, at least among civilized men, involves the want of a 
large number of other things, such as tables, chairs, table-cloths, 
napkins, plates, glasses, knives, and forks. To obtain the maxi- 
mum of satisfaction it even needs to be associated — as it is in 
banquets — with certain aesthetic forms of enjoyment, such as 
flowers, lights, glittering table appointments, beautiful clothes, 
and music. 

(5) All wants are appeased or even extinguished for the time being 
when they are satisfied; but they are not long in coming to life again, 
and the more frequently and regularly they have been satisfied, 
the more peremptory do they become. And when a want has many 
times found the same means of satisfaction it tends to become fixed 
as a habit, which means that it can no longer submit to interruption 
without physiological suffering on the part of the organism, however 
artificial the want may be: “Habit,"’ as the saying goes, “is second 
nature.” This law is also of great importance, especially in relation 
to the question of wages. It sets the level of existence, the standard 
of life, and this standard is not easily lowered. There was a time 
when workmen wore neither shirts nor shoes, when they had no 
coffee or tobacco, when they ate neither meat nor wheaten bread; 
but to-day these wants are so deep-seated and ingrained that a work- 
man would undoubtedly perish if he could no longer satisfy them and 
was suddenly reduced to the condition of his social equals in the days 
of Alfred the Great. 

If we add, finally, that a habit which has been transmitted from 
generation to generation tends in time to become established through 
heredity, and that our senses are becoming every day more subtle 
and exacting, we shall understand the despotic power that may 
eventually be acquired by a want that originally seemed most fu- 
tile and insignificant. 

But if it is true that every want becomes intensified in proportion 
to its power of finding satisfaction, it is equally true that it disap- 
pears when it finds no means of satisfaction. It is like a fire which 
increases when it is supplied with fuel, and goes out when it gets 
none. No doubt a physiological and essential want cannot be sup- 
pressed; if it cannot obtain satisfaction from one object it will have 
to find another, on pain of death. But in the case of artificial and 
harmful wants, like the want of alcohol or opium, the best and almost 
the only means of suppressing them is to refuse to satisfy them at 
all. 
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n. WEALTH 

Our wants and desires necessarily relate to an object outside 
ourselves. The remarkable property possessed by certain objects 
of satisfying one or other of our wants and supporting our life or 
increasing our well-being, is called utility (from the Latin word 
vti, meaning to use). And every object which has this property is 
called wealth, independently of the amount of value it possesses: 
a glass of water is wealth in the economic sense of the word.^ 

Of course not all the things aroimd us — animals, vegetables, and 
unorganized bodies — possess this property. Three conditions are 
requisite for an object to be useful: — 

(1) There must be some relation between the qualities possessed 
by the object and one of our wants. Bread is useful because, on the 
one hand, we need food, and because, on the other hand, corn con- 
tains exactly the elements best suited for our nourishment. The 
diamond is much sought after because it is a part of our nature, as 
also of that of certain animals, to take delight in looking at brilliant 
objects; and because the diamond possesses the property of glittering 
with incomparable splendour, owing to its refractive power, which 
is superior to that of any other known body. 

It should be carefully observed that of the two terms in this 
relation it is the man and not the object that is by far the most im- 
portant to the economist. One might be inclined to believe the 
contrary — to think that the anticipated satisfaction depends on 
the properties of things; that the utihty of gold is of the same nature 
as its weight or its lustre or its rustlessness; that utility attaches to 
the objects themselves, like a quality which appeals to the senses. 
But this is not so; and this is proved by the fact that this corre- 
spondence between an object and our wants is not always due to 
nature — it may be due to social usages, to fashion, or to our own 
beliefs. For hundreds of years, and at the present day in some 
countries, men have attributed wonderful properties to certain 
more or less authentic relics, which have therefore been regarded as 
incomparable wealth. There are many mineral waters and patent 
medicines that are in great demand, although their curative powers 
are exceedingly doubtful. Then think of all the costumes that are 
no longer worn, the books that are no longer read, the pictures that 
are no longer admired, the money that is out of circulation, the 

^ Since the word wealth in everyday language means something of great value, it 
would perhaps be better to use the term goods instead, meaning “that which is good,” 
like hien in French and bona in Latin. 
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remedies that no longer cure . . . what a long list we could make 
of all the items of wealth whose utility has been as fleeting and short- 
lived as the wants that gave rise to it! Yet, even so, if the desire 
of the collector — the keenest of all desires — should chance to 
fix on this dead wealth, it would acquire a new life and soon possess 
a far greater value than it had during its first existence. 

According to scientists and hygienic experts, alcoholic drinks have 
none of the virtues attributed to them: they furnish neither strength 
nor warmth. But what of that? Millions of men in all countries 
unfortunately believe that they possess these utilities, and that 
suffices to make them constitute wealth, and even such wealth as is 
estimated in millions of pounds and from which governments them- 
selves draw part of their revenues. 

(£) The mere existence of this relation between an object and 
one of our wants is not sufficient: we must be aware of it, or, if it 
is an imaginary one, as in the examples just given, we must believe 
in it. One of Aristotle’s maxims, often repeated in the Middle 
Ages, was: nil amatum nisi precognitum, ‘‘nothing can be loved 
(or desired) except it be first recognized.” 

There is probably not a single thing in the wide world around us 
that could not be used to satisfy our needs, and consequently to 
increase our wealth, if man’s knowledge could see far enough. But 
so long as they are unknown they remain as useless as the fertile 
lands or precious metals discovered by astronomers, with the aid of 
telescopes and spectrum analysis, on Mars and Venus. In fact 
there is only a very small number of bodies that are classed as use- 
ful. For example, out of some hundreds of thousands of species 
included in the animal kingdom, barely two hundred are utilized to 
furnish us with food, with labour, and even with recreation. And 
of plants and minerals the proportion is infinitely smaller still. 

However, the number of utilities increases rapidly with the prog- 
ress of science. Coal is one of the most remarkable examples. 
Its employment first as domestic fuel, and then as a source of power, 
is of quite recent date, and it was still more recently that we dis- 
covered how to draw out of these black lumps, as out of a conjuror’s 
hat, first light, in the form of gas, then all the colours, all the per- 
fumes, all the chemist’s drugs, and finally nearly all the explosives. 

(3) But it is not enough even for us to know that an object has 
the power of satisfying our wants: we must also be able to apply it 
to that purpose. It must not only be recognized as useful: it must 
be capable of being utilized. And this is not the case with every- 
thing. There are many forests that rot on the ground because they 
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cannot be exploited. Many rivers, even in France, are full of gold 
wMch cannot be economically extracted. There are vast forces 
lying hidden in the ebb and flow of seas, in the streams of the country- 
side, in molecular attraction; but we can make no use of them, at 
any rate in the present state of our knowledge. We know well 
enough that there is aluminium in the clay that makes the mud of 
our streets, but we have not found out how to extract it. And it is 
only quite recently that we have succeeded in extracting nitrogen 
from the inexhaustible reservoir of the air. 

Now does this property of satisfying our wants and giving us 
enjoyment belong only to things (what the Roman lawyers called 
re$)^ Surely it belongs also to acts — to the doings of our fellow 
men, many of whom undoubtedly provide us with much enjoyment 
and are even useful to us in the economic sense of satisfying our 
wants directly, without the intervention of any material wealth. 
Thus the doctor gives us health; the teacher, knowledge; the judge, 
justice; the policeman, security; the writer and the artist, the 
highest and purest forms of enjoyment; and the servant carries out 
our orders. It is man himself who is most useful to man. It can- 
not be doubted, either, that the satisfaction thus obtained is equal 
or even superior to that which we get from things, and that we value 
it just as highly or more highly, since we pay heavily for it if necessary. 
In this connexion, it is true, we are more inclined to speak of service 
than of utility. But that matters little; we are always saying of 
some object or other — a bicycle, a pocket-knife, or a fountain 
pen — that ‘‘it renders us good service,” just as, conversely, we say 
to our friends, “please make use of me,” — a mere polite formula, 
no doubt, but one that is scientifically quite correct. And we might 
even say that things only render us services, just as persons do: 
what is called their “utility” is the same thing as “service.”^ 

But if men desire wealth so much it is not only because it enables 
them to satisfy their wants or their whims; it is also because it 
gives them power over men and things. I am not speaking of the 
social and political influence that money gives, but of economic 
power — notably the power of commanding at one’s pleasure the 
labour of hundreds and thousands of men. And for this there is no 
need to be a captain of industry: every capitalist exerts this power 
indirectly. 

^ At the same time it is a little awkward to describe a service as “wealth’’: that is 
why there used to be so much discussion of the question whether “immaterial wealth” 
can exist. 
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Sucb., then, are the two aspects under which wealth appears: 
enjoyment-wealth and power-wealth. 

The possibility of enjoyment cannot exceed a certain maximum, 
so that if wealth yielded only enjoyment the pursuit of wealth would 
also be limited. It is the other aspect of wealth, the desire for 
command over men and things, that drives human effort beyond aU 
assignable limits, and that has caused the rise of those American 
millionaires, so rightly named the ‘‘kings” of cotton, steel, or oil. 
Nor should it be overlooked that this desire is a nobler one than the 
other, though socially it may become more dangerous. 

Enjoyment-wealth grows and is spent in the form of income; 
and power-wealth is realized in the form of capital. That is why 
modern socialism aims at abolishing wealth as an instrument of 
man’s power over his fellows, while leaving it in existence as a means 
of enjoyment and an object of consumption. But it is not easy to 
separate these two functions. 


III. THE DIFFERENCE BETWEEN WEALTH AND 

VALUE 

In ordinary speech the words “wealth” and “value” are synony- 
mous. But in political economy they bear meanings which are by 
no means identical, and in some respects even opposite to each 
other. 

(1) The idea of wealth implies a relation between man and things, 
whereas value implies a relation between things — a relation that 
takes actual form in the shape of exchange, or if that is impossible, 
as when things are too far apart in space or time, in the shape of a 
statement of value. 

For all good things are not equally objects of desire. We set up 
an order or classification among them, just as there are dishes at 
our table that we like best, and favourite books in our libraries. 
Even Robinson Crusoe on his island drew up a comparative scale of 
the objects he possessed, and he had to apply it when it came to 
taking things from the wreck, by starting with those by which he 
set most store. 

Value, then, is a relative notion, like size and weight. If there 
were only one object in the world, it could not be called large or 
small, nor could we say that it had much or little value. 

That is what distinguishes value from utility, for the latter exists 
by itself, just like the want that it satisfies. When I say that such 
and such a thing — a gun or a horse — is usefid, I make a statement 
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that is perfectly clear and definite. But if I say that a pearl is 
worthy the statement is incomplete and even meaningless: what 
is it worth To make it intelligible we must add that it is worth 
so much money, or, if we are among savages, so many pieces of calico, 
or so many elephant tusks; that is to say, we must compare it with 
some other kind of wealth. 

It is true that in everyday speech we say that such and such an 
object has great value,” without adding anything else. But the 
other term of the comparison is understood, though it is not expressed. 
We mean that the object has great value relatively to the unit of 
money, in which case we compare it to that other value called a 
coin; or else we mean that it occupies a high rank among objects 
of wealth, in which case we are comparing it with ail other kinds of 
wealth considered collectively. Similarly, when we say that plati- 
num is very heavy, without expressing any comparison, we mean 
either that it has a high specific gravity, comparing it with the weight 
of water, or else that it occupies a high place in a list of all known 
bodies arranged according to weight. 

From this relative character of value it follows that a simultaneous 
rise or fall of values is impossible: such a statement has no meaning. 

Whenever we exchange or compare two things, the value of one 
can only be increased in proportion as the value of the other dimin- 
ishes. Thus understood, the law is self-evident; it might even be 
called tautologous, for the exchange value of one thing is nothing 
but the amount of something else that it enables us to obtain. So 
to say that one is worth more is to say that the other is worth less. 
Thus when money, which enables us to obtain everything else, falls 
in value, we must give more of it, when we make a purchase, to ob- 
tain any other kind of goods; which is the same thing as saying that 
a fall in the value of money means a general rise in prices, and con- 
versely. 

It is the same with value as with weight: the relative weights of 
two things cannot both change at the same time, for this would 
mean that the two scales of the balance would rise or fall simultane- 
ously, 

(2) The idea of wealth is necessarily bound up with that of abun- 
dance: the more goods a man has the wealthier he is. But the idea 
of value, on the other hand, is bound up with that of scarcity — of 
limitation of quantity.^ Yet does not each one of us measure his 

^ Ricardo was the first to caD attention to this point in his chapter on the distinctive 
properties of wealth and value. For him the essential difference lay in the fact that 
value depends on difficulty of production, and wealth on ease of production. 
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wealth by the suin total of the values he possesses in his pocket- 
book or in the form of fixed property? Undoubtedly; but we 
know too that if the objects we possess are everywhere too abun- 
dant, their value becomes depreciated and our wealth diminishes. 
Consequently, if we have it in our power to make these things scarce 
on the market we shall not fail to do so. That law was known 
and acted upon by the spice-merchants of the Dutch Indies when 
they destroyed as much of the crop as they thought excessive; and 
it is to-day the reason for the existence of those associations of 
manufacturers, called Trusts or Cartels, which limit production 
on pain of a fine. 

Suppose, on the other hand — to take an imaginary case — 
that through the progress of science and industry, all objects become 
as abundant as the water of the brooks or the sand of the seashore, 
so that men can satisfy their wants by merely drawing upon them 
at will. In this case it is obvious that everything will have lost all 
exchange value, for there can be no exchange of objects which are 
free to all. They will have neither more nor less value than the 
water of the brooks or the grains of sand themselves. And since 
the sum of many zeros can never make anything but zero, there will 
no longer be any individual value or wealth. In this utopian world 
there will be no rich men any longer, for all men will be equal in * 
face of the valuelessness of things, just as the king and the beggar 
are equal before the light of the sun. But real wealth, in those 
circumstances, would be at a maximum.^ 

IV. WHAT IS VALUE? 

We have just said that the word “value” implies a relation, a 
comparison, a preference. But why is it that one thing is worth 
more than another? Simple as it seems, this question has been the 
torment of economists for hundreds of years. 

The innumerable answers that have been given to it may be 
grouped into two great theories which we will examine in turn: 
the utility theory, and the labour theory. 

^ J. B. Say said: ‘‘Since wealth is composed of the value of things possessed, how 
can a nation be wealthiest when things are at the lowest price?” And Proudhon, 
in his Contradictions economiques, defied “any serious economist” to answer this 
poser. But the answer is that the definition underlying the argument is inaccurate: 
though it is true of an individual that his wealth is made up of the sum of the values 
he possesses, it is not true of a nation. 
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1. The Utility Theory of Value 

The first answer that suggests itself to the mind is that things 
ought to be more or less valuable according as they more or less 
completely satisfy our wants — in other words, according as they 
are more or less useful. 

But we must be careful to notice at the outset that this kind of 
utility cannot be the same as utility in the common acceptation of 
the word. The word useful implies a moral judgment, the suitability 
of the object for satisfying certain wants which are considered good; 
it is generally opposed, on the one hand, to what is harmful, and, 
on the other hand, to what is superfluous. Thus we place the utility 
of corn and coal and iron in the front rank, but we object to speaking 
of the ‘‘utility” of pearls or lace or some old postage-stamp. Yet 
the value of these latter objects is far higher than that of the former. 
Yalue, therefore,^ h^^ no connexion with utility in the moral sense. 
Consequently, in its economic acceptation the term “utility” can 
only mean the property of satisfying any want or desire whatever, 
and this utility can only be measured by the intensity of that want 
or desire. 

To avoid this perpetual misunderstanding it would be as well to 
replace the word “utility” by some other term. The older econo- 
mists called it value in use, as opposed to value in exchange, or 
exchange value. This name described it well, and it is a pity, 
perhaps, that it has been abandoned. In the first edition of this 
book (1883) we proposed the term desirability, which has the double 
advantage of not prejudging the character of the desire as moral 
or immoral, reasonable or unreasonable,^ and of clearly marking the 
subjective character of value, whereas the term utility inevitably 
suggests the idea of a quality inherent in the object, like hardness, 
elasticity, etc. And this is not the case; value is not created by 
nature. 

Let us go a step further. Even with this rectification the term 
“utility” seems insuflSlcient to give us the key to the riddle, for 
while we can recognize that a diamond has great utility or great 
desirability for a fashionable lady, it is obvious that water has also, 
not only in the Sahara, but for every one of us at all times. '^Apio-rov 
pkv vdo>p, said the poet Pindar — “water is the best of all things” — 
and yet its value is generally nil. It is much the same with bread: 

^ M. Vilfredo Pareto lias proposed the term ophelimity, a Greek word which ex- 
presses a “relation of suitability*^ between an object and a desire. But the word has 
had little more success than the one that we had proposed. 
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it would certainly be a great privation for every Englishman to eat 
his meals without bread; then how are we to explain the very small 
value of this object also? 

That is why another conception has had to be introduced to ex- 
plain value — the idea of scarcity. This, by itself, would not suffice 
to create value, for however rare a thing might be — even if it were 
unique — it is clear that it would have no value if it were of no use. 
Cherries are as scarce at the end of the season as at the beginning; 
nevertheless they acquire no value from the scarcity at the end of 
the season, because they are only desired when they are early. If 
I have written a tragedy, my manuscript is imique, which is the 
highest degree of scarcity; but it will not thereby acquire any value.^ 

It might be thought, however, that scarcity in itself creates value, 
if we think of the many instances of enormous prices being paid 
for such things as postage-stamps whose only interest lies in their 
being the only ones of their Mnd. Yet, even in these cases, it is 
very clear that the value depends solely on the desire of the collector 
who wants to have a more complete set of stamps than his rivals. 
The difficulty of filling gaps, and the rarity of the object, act simply 
as obstacles in the way of desire, like a dam thrown across a river, 
whose removal makes the water flow more strongly fhan before.^ 

But if each of these two elements is insufficient by itself, it . wms 
that they are sufficient when combined. We thus arrive at this 
first explanation, that value is scarce utiiiity. A n H some eminent 
economists think that we can leave it at that. 

But nowadays economists of the psychological school, and espe- 
cially of the school that has become famous as the Austrian school, 
are no longer content with this explanation. They have set them- 
selves to dig a little deeper into this concept of value, and have 
come to the conclusion that utility is amply sufficient to explain 
value, without the necessity of adding anything else, provided only 
that the word “utility” is properly defined. 

To understand this point, let us return to that old stumbling- 
block, the example of water. Water is not only useful in the or- 
dinary sense of the word; it is also useful in the sense of “desirable.” 
Then why has it no value? 

' Yet utility, in the ordinary sense of the word, i.e. in the sense of quality, does 
determine value in the case of products of the same kind. Thus the prices in a shop 
of doth, or fruit, or jewels, or motor-cars is fixed according to their quality, which 
means that, other things being equal, we prefer whatever will best satisfy our wants. 

* A Mauritius postage-stamp issued in 1847 has fetched, at different sales, as much 
as £1200 and £1400. Why this fabulous price? Simply because the engraver had 
made a mistake, so that the stamp bore the words Post Office instead of Post Paid. 
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P We must reply that the objection is groundless, for these reasons : — 
^ (1) In the first place, it is not true that water has no monetary 

value. When used for irrigation or as a motive power it has value 
J 4 — sometimes even a very considerable one. It even has a certain 
value as drinking water in all towns. So it is only in reference to 

f the jug of water on our table that we are justified in saying that water 
has no value: that jug, it is true, has little or no value. Now can 
^ we also say that this jug of water is very desirable ? By no means; 
for if it chanced to be upset I should only have to get it filled again 
at the tap. A thing that can be replaced at will can never be very 
keenly desired — one can neither be much grieved by its absence 
nor rejoice much in possessing it. 

Consequently, the apparent contradiction betv/een the extreme 
usefulness of water and its lack of value does not really exist: it 
results solely from a confusion of ideas. When we speak of the 
great utility of water, we are thinking of water in general^ as an 
indispensable factor in the life of the world; when we say that water 
has no value, we are thinking of the small quantity necessary to 
meet our individual requirements. 

It is the same with bread. When we say that bread is very useful, 
we are thinking of the utility of bread in general to the white races 
of the w’-orld: that is indeed great, but so too is its total value — some 
£800,000,000 at least before the war, and perhaps five times as much 
to-day. But, as a consumer, I have no concern with the world’s 
wheat harvest: my wants are limited to my daily bread. Now this 
small quantity cannot very greatly excite my desire, for I can easily 
replace it, though not quite so easily as I can replace the water; 
so the value of wheat is considerably greater than that of water. 

The utility that we have to consider, then, in seeking the basis 
of value, is never the total utility of an object, but the utility of 
the small fraction that is necessary to satisfy our wants. 

{%) Not only so, but we must further observe that each of these 
fractions has a very different degree of utility. It is important, 
therefore, to know which one we have in view — which of the frac- 
tions it is whose utility determines value. 

Let us suppose that my daily supply of water is contained in a 
series of numbered buckets, arranged in a row. Bucket No. 1 has the 
highest degree of utility for me, for I shall use it to quench my thirst; 
bucket No. 2 has also a great utility, though not so great as the 
first, for I shall use it for cooking; bucket No. 3 has still less utility, 
for I shall use it for washing; No. 4 is for my horse to drink; No. 
5 to water my dahlias; No. 6 to wash my kitchen floor. Bucket 
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No. 7 will be ' of no use to me at all, so I shall not take the 
trouble to fill it any longer. If some evil spirit; like the one con- 
jured up by the “clumsy wizard” of a German legend, were to amuse 
itself by bringing me a 10th or a £0th or a 100th bucket, till I was 
drowned, it is obvious that these would be not only not useful but 
positively harmful. We cannot therefore say that these buckets 
of water are either useful or useless, but that they present a complete 
scale of diminishing utilities^ ranging from infinity to zero, and 
even lower. 

Let us stop and consider bucket No. fe, the last one which had 
any utility at all. Its utility was small, but none the less it was 
worth the trouble of drawing this bucketful from the well. Now 
we are able to affirm — and this is the most interesting point in the 
argument — that none of the other buckets can have a greater 
value than that determined by the utility of this last one. The reason 
is this: that, whatever happens, it is by the acquisition or the loss 
of this last unit that we measure our enjoyment or our privation. 
Suppose that bucket No. 1, which I was going to drink from, gets 
accidentally upset- Shall I weep and lament and say that I must 
die of thirst? That would be the height of lunacy, of course. It is 
obvious that I should not have to go without my drinldng-water 
on that account: I should only have to sacrifice another bucketful 
to make up for it. Which bucket? Obviously the one that is least 
useful, namely, the 6th — the last one that I filled. That is why 
it is the last bucket that determines the value of all the rest. 
xAnd as the value of this last bucket is extremely small — at any 
rate in our country: it would be different in an African village — 
that is why the value of water is extremely small. Its final utility 
is infinitesimal. 

Now let us leave this numbering of buckets, which we adopted 
only for purposes of demonstration and which is no longer of any 
use, for it is evident that all the buckets are identical and inter- 
changeable. Consequently they must all have the same value, and 
this value is precisely that w^hich answers to the last want that is 
satisfied or frustrated, as the case may be. 

To sum up this argument : — 

Value is determined not by total utility, but only by the utility 
of that portion of the object of which we are in need. This utility 
is not the same for each unit that we possess; and it goes on dimin- 
ishing, because the intensity of our want goes on diminishing as the 
number of units that we possess increases- Now it is the utility of 
the last unit possessed — the least useful portion, therefore, for 
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it corresponds to the last want satisfied — which determines and 
limits the utility of all the others. That is why it is called 
utility} 

This theory is based upon the law of satiety that we explained in 
connection with wants (see p. 85). We saw that all wants and 
desires cease as soon as they are satisfied, and even change to repul- 
sion for the object that they but lately coveted. Yet it may be 
said, surely, that water remains useful even after we have quenched 
our thirst? Yes, it is useful in the physical sense that it retains 
thirst-quenching properties, but from an economic point of view it 
is no longer an object of desire to me or to anyone, for we all have 
enough of it, or even too much. 

This theory is admirable as an accurate and subtle psychological 
analysis of human wants and their varying intensity.^ Yet it only 
revives an older doctrine — that of Senior and the elder Walras in 
particular — which attributed value to scarcity, with the under- 
standing that the scarcity applied to a desirable object, for other- 
wise it could not create any value at all (see p. 45 above). In 
reality, therefore, final utility is only the learned name for scarce 
utility. But the merit of the theory lies in the reconciliati on^t has 
effected between t he two concept ion s of u tility and scarcity, by 
showing that th^Hare inseparable^ and that utility, in the economic 
sense of the word, is necessarily a '‘ function." ^ in the mathematical 
sense, of the quantity of the object in questio n. 

It must nevertheless be admitted that a certain amount of verbal 

^ Final utility must therefore be carefully distinguished from total utility. The 
latter consists of the sum of the utilities of aU the buckets of water, and is conse- 
quently always much greater than the utility of the last bucket. That is why the 
total utility of water is enormous, though the utility of a bucket of water is small. 

The term final is not altogether a satisfactory one. It has been criticized for im- 
plying the idea of a diminishing series — a scheme of numbered imits which is useful 
for demonstration purposes but does not correspond to reality. Some economists 
prefer the term marginal utility, as the Germans caU it. ^^LiminaV utility might 
be better still. 

^ But it was not till the middle of the nineteenth century that the theory of final 
utility was first formulated. This was by a French mining engineer, Dupuit (1844), 
who was followed by a German named Gossen (1854). But the work of these two 
remained quite unknown till the theory was set up anew (1871-1873) by Jevons in 
England, John Clark in the United States, Walras in Switzerland, and Karl Menger 
in Austria. The fact that these authors reached practically the same conclusions, 
simultaneously and independently, obviously creates a presumption in favour of the 
truth of the theory. It has found its chief exponents in Austria — not only Menger, 
but Boehm-Bawerk and Wieser after him. 
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artifice is involved in thus reducing very complex elements to a 
single idea, and expressing them by a compound word. For final 
utility implies not only scarcity but difficulty of acquisition as weU,^ 
since scarcity or limitation of quantity is hardly ever an absolute 
fact: under modern economic conditions it is only a relative one. 
There is nothing in the world whose quantity is so rigidly fixed that 
we cannot increase it if we take enough trouble. This applies even 
to natural products, and still more, of course, to the products of 
human industry. The reason that diamonds are rare is not that 
nature has put into circulation a strictly limited number and then 
broken the mould: it is simply that a great deal of trouble or a great 
deal of luck is requisite to find them, and consequently the quantity 
in existence can only be increased with difficulty. When we say 
that chronometers are rare we do not mean that the world contains 
an insufficient number of them to meet our needs, but simply that 
the manufacture of a good chronometer takes a considerable time 
and demands special skill, so that the quantity of them is limited 
by the time and labour available. It would even be a bold thing to 
assert that the number of paintings by Raphael is absolutely fixed: 
for it is not impossible that some one may some day discover others 
of which we know nothing, in some old church or barn. 

In our explanation of value, therefore, even when we base it upon 
utility, we cannot ignore the greater or smaller degree of difficulty 
involved in the production of wealth, and so true is this that a mere 
'possibility, though not yet realized in practice — such as the dis- 
covery of a method of crystallizing carbon into diamonds — might 
be quite sufficient to bring about a lowering of value, even before 
it was industrially applied. 

On the other hand, this theory seems better suited to a Robinson 
Crusoe than to men living in society and in a world of exchange. 
The final utility of a pair of glasses is enormous for me if I am so 
shortsighted that I can neither read nor walk without them. But 
as I know I can always replace them at any optician’s if I chance to 
break them, their final utility cannot be greater than the four or 
five shillings I should have to pay for them, a sum which represents 
simply their cost of production. 

^ Some economists have held that these words, difficulty of acquisition, offer a com- 
plete and satisfactory explanation of value — on condition, however, that utility is 
understood; for nothing could be more difficult than to recover a pebble thrown to 
the bottom of the Atlantic, but this confers no value upon it. 
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The Labour Theory of Value 

This theory has held a prominent place in the history of economic 
doctrines. Expounded for the first time by Adam Smith, though 
in a somewhat uncertain form, and then vigorously asserted by 
Ricardo, it has been accepted by economists of the most opposite 
schools, from optimists like Bastiat to socialists like Rodbertus and 
Karl Marx. 

Every object, said Proudhon, is worth what it costs. And what 
it costs is not the money we pay for it, for purchase is only the trans- 
fer of a thing that already exists: it is the labour that has been ex- 
pended in producing it.^ 

At first sight this theory looks very attractive. To begin with, 
it gives a precise, objective, and easily measured notion as the foun- 
dation of value. The mind is satisfied by the statement that such 
and such an object — a watch, for instance — is worth a hundred 
times as much as a loaf of bread because it represents a hundred 
times as many hours of work. The explanation is plausible: in 
any case it can be verified by enquiry; whereas to say that the 
watch is worth a hundi’ed times as much as the loaf because its utility 
is a hundred times as great, is to make a comparative estimate which 
tells us nothing definite. Nor is this estimate made any clearer by 
substituting ‘‘final utility” or “desirability” for the term “utility.” 

Secondly, this theory answers better to the idea of justice, be- 
cause it sets up a moral element — labour — as the foundation of 
value. And it is on this account particularly that it has attracted 
so many generous-minded men. Could we but succeed in proving 
that the value of everything owned is determined by the labour 
it has cost, then the problem of allotting to every man a value equal 
to the produce of his labour would be greatly simplified, and it 
would be easier to establish the social organization firmly upon a 
principle of justice. 

At the same time it must be observed that this explanation of 
value has been employed for two exactly opposite purposes. The 
upholders of the existing economic order have used it to prove that 

^ We often hear it said also that value is determined by the cost of production, 
meaning by that the sum of the 'prices paid for the various productive services — wages, 
interest, rent, etc., — and that is how the manufacturer understands it. But in this 
sense the cost of production affords no explanation of value, for these constituent 
elements of the cost price are themselves only values, so that we are only explaining 
one value by means of others. * All that this explanation does is to affirm a necessary 
relation between the value of the product and the sum of the values of its constituent 
elements. 
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all property, including the ownership of land and of capital, is in 
conformity with social justice, since all value is founded upon labour. 
But the socialists, on the other hand, have used it to prove that 
property is usually a spoliation of the workers, since for the most 
part the workers are not owners and the owners are not workers. 
Therefore under the existing regime, they say, property and value 
are indeed founded upon labour, but upon other people’s labour, 
and not that of the owner. Ji then we wish every one to own the 
value created by his own labour, we must overturn the existing order 
of things. 

But these considerations, whether justificatory or critical, must 
count for nothing in an explanation of value. There only remains 
then to examine the economic argument that all value involves a 
certain amount of labour, and that the value is measured by the 
quantity of that labour. 

(1) Observe in the fibrst place that this theory cannot deny that 
utility — the property of satisfying any of man’s wants or desires 
— is still the fundamental condition of all value. It would be ab- 
surd, indeed, to imagine that anything could have any value at all 
if it was of no use, no matter how much labour it cost. But, it" is 
said, if utility is the condition of value, it is not its cause. The utility 
of things is what differentiates them from each other: labour is 
what gives them all the common characteristic of being valuable, 
from an economic point of view. 

But is this true of all things? Certainly not; there are innumer- 
able things which have value of their own without having cost any 
labour, simply because they are useful and sought after. Such are 
mineral springs, oil springs, guano deposited by sea-birds, those 
sandy beaches at the mouth of the Rhone, untiUed except by the 
sea wind, which fetch high prices for planting vineyards, and build- 
ing sites in Park Lane or Fifth Avenue. 

(2) Notice in the second place that if the value of a thing is de- 
termined by the labour employed in its production, then the value 
of everything is necessarily unchangeable, because the labour worked 
into it is past labour, and what is past cannot be changed — as Lady 
Macbeth said, ‘‘What’s done, is done.” Now every one knows, 
on the other hand, that the value of an object varies unceasingly 
from time to time, simply because it depends upon demand, or 
desire, and it is quite obvious that these variations are entirely in- 
dependent of the labour expended in producing the object originally. 
Past labour is dead, whereas value is living. 

To meet this argument it is replied that what makes value is not 
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the past labour that was employed in producing the object in question, 
but the similar, present labour necessary under existing social con- 
ditions to replace the object: in other words, the labour of reprodu- 
cing it; or else, as Karl Marx said, the social labour necessary for its 
production, which is measured by the average number of hours 
actually necessary to produce it. 

Very well; but it remains none the less true that this average 
social labour changes but slowly with the progress of industry, 
and cannot therefore explain the frequent, often daily variations in 
the value of things, resulting from changes in supply and demand 
upon the market. We must say, then, that there are two kinds of 
value: normal value, determined by the labour, or rather the cost, 
of production; and current value, determined by supply and de- 
mand, that is to say, by scarcity and utility. That is how it was 
put by John Stuart Mill, who compared normal value to the level 
of the sea, and market value to the movement of the waves, con- 
stantly upsetting this level. But even so it must be recognized 
that this “level of the sea” is only an abstraction that is never 
perfectly realized; that therefore the value based upon labour is 
similarly only an abstract conception; and that in practice it is 
value based upon utility that we must take into account. 

Nor is it only in fleeting variations and oscillations around a centre 
of gravity that current value shows itself independent of labour 
cost; in many cases the changes take the shape of definite diver- 
gences. Such is the case with the wine that improves in quality 
and increases in value as it lies in the cellar, while no change has 
taken place in the labour of the vine-grower who gathered the grapes 
or even in the social labour employed in making the wine. Such 
also is the case with land and houses, which may acquire increased 
value solely on account of their situation — that is to say, their 
utility — even though their original value was due to the labour of 
clearing the land or building the houses. On this very phenomenon 
is founded the celebrated economic law of rent It implies, as we 
shall see, an excess in the selling price of an object over its labour 
cost. And rent exists everywhere, to a greater or less degree. 

(8) Finally, this theory that value is nothing but labour seems to 
suggest a false idea of value by materializing it in its object, regarding 
it, as Karl Marx did, as “crystallized labour.” Now value, as 
changeable as fashion, is totally unlike the unchangeable crystal. 
Value is only a beam of light projected on things by our desire, 
and as the revolving beam of this lighthouse turns hither and thither 
it makes the objects in the world around us leap out of the shad- 
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ows, to disappear again into the darkness when it is turned else- 
where: they have had value, and now they have it no longer. 

We can see, then, that this labour theory of value is surrounded 
on all sides by the utility theory, and cannot get free from it. Must 
it therefore be dismissed in favour of its sister theory? No; for 
we have already seen that the utihty theory is itself insufficient 
without a reference to the causes which limit the quantity of the 
objects in question, and of these causes the principal one is labour. 

Let us ask ourselves some questions. Why do we attach a certain 
value to an object? Why is such and such a thing dear to us?^ 
We can easily see, after a little consideration, that we can give two 
different and, in some respects, opposite replies: we can be at- 
tached to things either because of the pleasure we get from possessing 
them, or because of the pain that their acquisition has cost us. 
The deepest kind of love — maternal love — is itself made up of 
these two elements. 

The isolated producer, say Robinson Crusoe on his island, cer- 
tainly valued his canoe not only for the services it performed for 
him, but also for the enormous amount of labour that he had to put 
into the building of it, and which he would have had to undergo 
again to replace it if it had got wrecked. 

Still more is this the case in a state of society in which almost 
all goods come to us by way of exchange, where each of us can only 
procure a thing by handing over something else, and where con- 
sequently every acquisition is coupled with a privation. As buyers 
and consumers we think especially of the pleasure we shall obtain 
from the object we wish to purchase: as sellers and producers we 
think particularly of the pain and expense that will eventually be 
necessary to replace the wealth that we are giving up. 

Both theories, therefore, must be retained together as insepar- 
able and complementary. No doubt the mind is generally better 
satisfied by a single cause, but here, where we are dealing with ex- 
change value, it is inevitable that value should have two aspects 
and be double-faced, like Janus — one face turned towards the 
buyer, the other towards the seller — one face laughing, and the 
other weeping. 

Yet of these two aspects of value the utility aspect seems to us 
predominant, for the simple reason that consumption is the end, 
and production only the means. In logic, as well as in practice, 
it is the consumer who gives his orders. 

^ It is not for nothing that we use the same word dear to express two different senti- 
ments: a thing is dear both when we love it, and when it costs us much. ' 
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So far as it is possible to summarize such complex notions in a 
few words, we can say: — 

An object has more or less value according to the intensity of our 
desire for it 

The intensity of this desire defends on two things: (a) The en- 
joyment that the object is capable of giving to those who do not possess 
it; (b) the sacrifices that will be incurred by those who possess it, if 
they lose it and have to replace it\ 

V. HOW VALUE IS MEASURED 

To measure is to compare two quantities — length, volume, 
weight, etc. — and not only to compare them but to find out how 
many times one is contained in the other. For this purpose we have 
special instruments according to the nature of the quantity we 
wish to measure — foot-rule, scales, etc. Thus to measure the 
weights of two bodies — to weigh them — we put them into the 
scales of a balance. If the scales hang level it means that the weights 
of the two bodies are equal. If we have to put twice as much on one 
side as on the other, we say that one body weighs twice as much as 
the other. 

We have also a means of measuring value — the method of ex- 
change. Exchange is a kind of weighing, and it, too, is performed 
in a balance, only the balance is not visible; it exists in the inner 
consciousness of each of the exchanging parties. Each of them, in 
his inner consciousness, weighs what he has to give up against what 
he wants to obtain, and makes up his mind according as the one is 
lighter or heavier than the other. Moreover* value, or at least 
exchange value, is itself a measuring, for, as we have seen, the idea 
of value implies a comparison or relation. This may be well ex- 
pressed by saying that the exchange value of a thing is measured by 
the quantity of other things for which it can be exchanged, or, more 
shortly, by its power of acquisition? 

^ This double law of value is already contained implicitly in the usual formula for 
the law of supply and demand. Taken in the narrow sense, this latter law expresses 
simply a relation between two quantities, the quantity offered and the quantity de- 
manded (at a given price). But, in the wider sense, demand means the fact that 
things are more or less desired, i.e., their final utility; and supply means the fact that 
they are more or less difficult to procure, t.e., their cost of production. 

® But we must beware of saying, as is too often said, that power of acquisition is 
what constitutes value. Our desire alone is what constitutes value. Power of ac- 
quisition is only an effect of value, just as the power of attraction of an electro-magnet 
is only an effect of the current that penetrates it. 
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If, therefore, in exchange for a hundredweight of wheat I can 
obtain five hundredweight of coal, I say that the value of wheat is 
five times as great as that of coal, or, conversely, that the value of 
<5oaI is a fifth of the value of wheat; in other words, the values of two 
hinds of goods are always in inverse proportion to the quantities ex- 
changed, The more of a thing we must give in exchange, the less 
is it worth, and the less we must give, the greater is its value. 

It must be observed, however, that though exchange exactly 
measures the relative value of things — their differential values — 
it does not measure their absolute value — if, indeed, there is any 
meaning in this phrase; that is to say, it does not measure the causes 
which operate on value — the degree of intensity of our desires — 
any more than the balance measures weight, in the sense of gravity 
or terrestrial attraction. If we carry our balance up to the top of 
Mont Blanc, or even up to the moon, it will still imperturbably 
mark the same weight, although gravity has sensibly or enormously 
diminished. Similarly, exchange will indicate the same respective 
values, the same prices, even though there may have been consid- 
erable variations in the causes that determine these values, such as 
desirability, scarcity, cost of production, and so forth. For ex- 
ample, it might happen that the progress of human industry had 
facilitated the production of everything and thus created abun- 
dance; or, on the other hand, that the pressure of population had 
increased the demand for everything and created a shortage; but 
neither of these phenomena would be revealed by a variation in 
prices, for these causes would have operated simultaneously on 
both scales of the balance. 

At the same time we have some instruments that enable us to 
recognize variations in gravity itself, and not merely in relative 
weight — the pendulum, for instance. Have we any similar in- 
struments for measuring absolute value? It might be thought, 
perhaps, that money is just such an instrument; but no! for money, 
being itself only a form of value, is necessarily affected by the same 
causes as those which influence other forms of value. Money can 
no more reveal to us the causes of variation in value than the copper 
or brass weights that we use as standards can show us changes in 
gravity. 

Money is only a common measure of all exchange values: it is 
nothing more than that, but that is a great deal. 

To get a clear idea of size, or weight, or value, or any other quan- 
titative notion, it is not enough to compare and measure things 
two by two: we must have a common measure for them all. Thus 
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to measure length men have taken for the second term of the com- 
parison either some part of the human body (foot, ell, cubit), or 
a fixed fraction of the circumference of the earth (metre). Simi- 
larly to measure weight they have adopted for comparison a fixed 
weight of distilled water. 

The object of a common measure is to enable us to compare two 
things in different places, which cannot, of course, be compared 
directly; or to compare the same thing at different times, and ascer- 
tain whether and how much it has varied. The metre allows us 
to compare the height of the Laplander with that of the Patagonian, 
and to measure how much taller the latter is than the former. ) If 
the same standard is in use, or at least known, some thousands 
of years hence, it will enable us to compare the men of that day 
with the men of our own day, and to find out whether human 
stature has degenerated. 

To measure value, therefore, it is not enough to compare one 
value with another, as is done in the case of barter; it is needful 
also to take the value of some one fixed thing as the second term of 
the comparison. But what thing are we to choose? 

Every race and every age has made use of a different measure. 
Homer says that the armour of Diomedes was worth a hundred 
oxen. A Japanese would have said, until quite recently, that it 
was worth so many hundredweight of rice. An African negro would 
put its value in yards of calico, and a Canadian trapper in fox- 
skins or otter-skins. 

It is a remarkable fact, however, that the civilized races have 
almost all agreed in choosing as their measure of value, or standard, 
the value of the precious metals, gold, silver, and copper, but espe- 
cially the first two. They have all made use of a little lump of gold 
or silver, called a sovereign, a franc, a mark, a dollar, a rouble, 
etc. To measure the value of any object whatever, they compare 
it with the value of that little weight of gold or silver that serves as 
the monetary unit; in other words, they see how many of these 
little ingots must be handed over in order to obtain the goods in 
question. H, for instance, ten ingots are required, the goods are 
said to be worth ten pounds or ten dollars or ten francs, as the case 
may be: that is their price. 

The price of a thing is therefore the expression of the relation 
that exists between the value of the thing and the value of a cer- 
tain weight of gold or silver. More briefly, it is its value expressed 
in money. And since money in every civilized land is the solameas- 
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ure of value tliat is employed, the word price” has come to be 
synonymous with the word “ value.” ^ 

The reason why the precious metals have been chosen as a com- 
mon measure of value is that they possess two particular properties 
that enable them to perform this fxmction, if not perfectly, at least 
better than any other known object. These two properties are, 
first, very great value in small bulk, ma kin g them very easy to trans- 
port; second, a chemical immutability, which makes them last 
almost ifidejiTvitely . Thanks to the first of these properties the value 
of the precious metals varies less between one place and another 
than that of anything else; thanks to the second, it varies less 
between one year and another. And this double invariability in 
space and time is the essential condition of every good standard of 
measurement. We shall see later on however, that when we take 
account of long periods of time — not even as much as several 
centuries, but only one generation — this invariability is illusory. 
(See the section on “The History of Money,” Book II, Chapter II.) 

Now can we find a better measure of value than the precious 
metals? Several have been proposed, the principal one being 
wheat This seems at first sight an astonishing choice, for if we 
consider the value of this commodity in difierent places or at differ- 
ent times we find that there are few kinds of goods whose fluctuations 
of value are more marked. At a given time a bushel of wheat may 
sell for 6s. in France, 4s. 6d. in London, and even for a shilling in 
certain parts of Siberia; and from year to year, according as circum- 
stances are good or bad, the value may also vary considerably. 
At the moment of writing (July 1922) the price of a bushel of wheat 
in England is about 7s., whereas in France last year it was about 
40 francs. 

To this it is replied that though the value of wheat is incompar- 
ably more variable than that of the precious metals when differ- 
ences of place or only short intervals of time are considered, yet it is 
far more stable when longer periods are concerned. W^heat satisfies 
a physiological need that is permanent and varies little. No other 
commodity possesses to the same degree the double characteristic 
(1) of being almost indispensable (at least in the countries where 
European civilization obtains) up to a certain limit, determined by 
the quantity necessary to nourish a man, and (2) of being almost 
entirely useless beyond this limit, since no one cares to consume 
more than his hunger demands. Hence, despite the great and 
sudden fluctuations in its production, owing to the vagaries of the 
^ See Book II, Chapter I. 
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weather, the law of supply and demand has a constant tendency to 
restore its value to the level determined by physiological need; it 
does this, moreover, with greater effectiveness whenever production 
has temporarily deviated from the position of equilibrium. 

It is true, therefore, that wheat does offer, so far as variations in 
value are concerned, virtues and defects that are precisely opposite 
to those that characterize the precious metals. But this does not 
qualify it for the role of the money material: at the most it fits it 
to serve as a complementary and corrective measure of value. . In 
fact it has often been used by statisticians as a good basis for esti- 
mating the cost of living at different periods of history. 

Yet another common measure that has been proposed is the mini- 
mum wage of an unskilled workman, a manual labourer who earns 
just enough to live on. This proposal is based on the assumption 
that the amount necessary to keep a man alive is a fixed quantity. 
But we need only refer to what has been said concerning the wants 
of man (p. 34), and to what we shall say later on as to wages, to 
recognize that this assumption is entirely contrary to facts. 

The wisest course after all, therefore, is to fall back upon money. 
But we need not be at all discouraged because this measure of value 
leaves much to be desired. Political economy is not the only science 
that has to put up with imperfect instruments. The most exact 
sciences are often faced by the same difficulty. I have heard the 
great astronomer, Leverrier, say that it was of little consequence to 
him whether his instruments were perfectly accurate, and that he 
did not even strive after it: the essential point was to know the 
amount of the error so that it could be corrected. And that is 
precisely what has to be done in the case of the monetary instru- 
ment: we must learn to discover, to measure, and to correct its 
variations. 

It remains to find out how this is to be done. 

VI. HOW THE STANDARD OF VALUE IS CORRECTED 
— INDEX NUMBERS 

Can we find any means of first ascertaining and then correcting 
the apparent variations that result from the variation of the stand- 
ard of value? These are two distinct questions. 

So far as the method of discovering variations in the value of 
money is concerned, it is obvious that we can only recognize them 
by comparison with the values of other objects. It will be no use 
looking at a sovereign, for it is plain that, by definition, this little 
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lump of gold is always worth a pound; it seems even absurd to say 
that it may be worth more or less than this. 

Suppose, however, that a list were drawn up of the prices of all 
commodities, without exception, at a given time — say, for instance, 
on the eve of the war. Suppose that a new list is drawn up to-day, 
and that we find, on comparing the two lists, that the prices of all 
these commodities, without exception, have become four times as 
great. What conclusion are we compelled to draw? 

Such a phenomenon as a general and uniform rise of prices admits 
of only two possible explanations. Either we must admit that things 
are what they seem to be, and that all commodities have undergone 
a general and identical rise in price; or else we must admit that the 
value of one thing — money — has fallen, no alteration having 
taken place in the value of other commodities. Between these 
two explanations, common sense permits of no hesitation, even for a 
moment. The second explanation is as simple and clear as the first 
is improbable because of the extraordinary combination of circum- 
stances that it presupposes. Is it reasonable, indeed, to imagine 
the existence of some cause which can act simultaneously and uni- 
formly on the value of objects which are entirely dissimilar as re- 
gards their utility, their quantity, and the method of their production? 
Such a cause would have to be capable of raising the price, at the 
same time and in the same proportion, of wool and coal, of ■wheat 
and diamonds, of paper and wine, of land and labour, and of all 
other objects having no connection whatever with each other. 

To prefer this latter explanation would be every bit as unreason- 
able as to prefer the Ptolemaic system to the Copernican, as an 
explanation of the movement of the heavenly bodies. This motion 
likewise can be explained in two ways: either by the movement of 
the entire vault of the sky from East to 'West, or, quite simply, by 
the movement of our earth in the opposite direction. Even if all 
direct proof were wanting, we could not hesitate between these two 
explanations. How indeed could we imagine that bodies so differ- 
ent in their nature and so enormously far apart as the sun, the moon, 
the planets, the stars, and the nebulae, could travel thus, like soldiers 
on parade, keeping their proper ranks and their proper distances? 
The very same kind of reasoning is involved in the supposition that 
all prices can move uniformly; it can only be reasonably explained 
as a kind of optical illusion, an apparent movement, caused by a 
real but opposite movement in the value of money 

^ We can draw yet another comparison from the science of astronomy. It has 
been found that the stars, though falsely called ‘‘fixed,*' really move in very divergent 


60 


WANTS AND VALUE 



This, however, is only a supposition, and is never actually realized. 
As a matter of fact we never find a uniform and identical rise in the 
prices of all commodities. Thus at this very moment, although the 
rise of prices above the pre-war level hardly admits of any exception, 
yet it is very unequal and may vary from double to a hundredfold 
according to the commodity or the country. This means that 
there are special causes of price variation for each commodity. 
At the same time the universality of the rise in prices would be 
inexplicable without some general cause underlying the special and 
local causes; and this general cause can only be the depreciation of 
money. 

It is for the purpose of isolating this general cause that economists 
nowadays draw up tables known as Index Numbers. As it would 
be impracticable to include all commodities in these lists, they choose 
the principal ones; and the choice of these is a very delicate matter. 
The compilation of Index Numbers is an art in itself, and many 
chapters would be needed to set out the methods followed and the 
difficulties to be overcome. 

If we wish to estimate changes in the cost of living we must take 
retail prices, for these are the only ones that affect the consumer. 
But for estimating variations in the value of money we must discard 
retail prices, because they are too irregular and vary with local 
conditions: they do not admit of being “quoted.” So we shall 
take only wholesale prices, such as are quoted on commercial ex- 
changes and in customs returns, etc. But we must choose things 
of the most different kinds, so as to neutralize as far as possible the 
causes of variation wffiich are special to particular classes, by allowing 
them to counteract each other. 

Having chosen our commodities, we proceed to add up the prices 
for each of the years we are comparing. But, before doing this, 
we take the average of all the prices of each commodity. Then 
we make a further simplification, for instead of setting down the 
actual figures obtained by adding these average prices, we take 100 
to represent the sum of the prices for the year that serves as the 
basis of the comparison, and express the price-totals for each of the 
other years as a ratio of this 100. Suppose, for example, that the 
sum of the prices is £l,380 for the year 1913, and £4,140 for the year 

directioas. la one part of the sky they seem to approach each other; in another 
part they seem to diverge; the constellation Hercules in particular seems to expand. 
To explain this general movement we have no resource but to regard it as an optical 
illusion produced by the movement of our solar system towards the constellation 
Hercules. Attempts have even been made to measure this movement. 
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1920; tlien instead of setting down these two figures,, which convey 
nothing to the eye, we set down 100 and 300. By thus discarding 
the actual figures and putting a percentage instead, we can measure 
the rise in prices immediately: prices have trebled themselves, 
though this exact rise was not apparent before. This was very 
nearly the actual rise in prices in England between 1914 and 1920.^ 

1 Here are the index numbers for prices in England, covering the period of the war, 
taken from the Ministry of Labour Gazette: 


1914 (July) 

100 

1918 (July) 

. . 205 

1915 “ 

125 

1919 “ 

. . 210 

1916 ** 

150 

1920 “ 

.. 252 

1917 “ 

180 

1920 nVnv 1 

. . 276 

the prices of 1920 represented an advance on pre-war prices of 176%, 

Prices, 


therefore, nearly trebled themselves. 

We can conclude from this that money underwent an enormous depreciation. 
(This is easily to be explained, as we shall see later on, by the excessive issue of paper 
money.) But it would not be accurate to assert that this depreciation was exactly 
in inverse proportion to the rise in prices, namely, about 64%. 

Here, for purposes of comparison, are the index numbers of certain other countries, 
also for the end of 1920, a date which seems to have marked the highest point in prices: 


France 424 

Italy (Rome) 375 

United States 175 


In Russia and most of the eastern countries of Europe the rise is incalculable, the 
value of paper money having fallen almost to nothing. 

pEnglish index numbers have been substituted in this note for the French ones 
given by Professor Gide.] 


BOOK I — PRODUCTION 

PART I 

THE AGENTS OF PRODUCTION 

In virtue of a tradition that dates back to the time of the first 
economists, three agents of production have always been distin- 
guished: Land, Labour, and Capital This threefold division has 
the advantage of being a convenient classification, and there seems 
to be no need to abandon it, at least in an elementary book like this. 

It requires, however, some preliminary correction. Classical po- 
litical economy has always shown an unfortunate tendency to place 
these three agents of production on an equal footing, whereas the 
parts they play are certainly very unequal. 

Of the three, Labour is the only one that can claim to be an agent 
of production in the exact sense of the word. Man alone plays an 
active part; he alone takes the initiative in every productive process. 

Land — or rather Nature, for we are not concerned only with the 
cultivated soil, but with the whole of our material environment, 
solid, liquid, and gaseous — plays an entirely passive part, and 
merely obeys man, generally after long resistance. Nevertheless it 
is indispensable to production, and not only to the production of 
material wealth. It might even be called the primary factor of 
production, for not only is it a necessary adjunct of labour, but it 
exists before labour. Man’s activity could not exert itself in a 
vacuum; it does not proceed by uttering a creative fiat; it must 
find indispensable materials outside itself; and it is nature that sup- 
plies them. 

The third agent. Capital, also plays an entirely passive part, like 
nature, and does not really deserve the name of “agent”; nor can 
it even be described as a primary factor of production, as nature 
can. It is only a subsidiary factor, derived from the other two, 
both logically and genealogically. Capital, as we shall see more 
precisely later on, is a product of labour and of nature, set aside for 
purposes of production. The most suitable name for it is that of 
instrument of production, in the widest sense of the term. 

It should be observed that each of the three agents of production 

62 


63 


THE AGENTS OF PRODUCTION 

appeared on the economic scene at its time. In primitive 
communities of hunters, fishermen, or shepherds, it was nature 
that supplied almost everything; then in ancient times it was joined 
by labour, first agricultural and afterwards industrial; while in 
modern societies capital has at length appeared, and dominates the 
other two to such an extent that the present social regime is con- 
stantly described as a capitalist regime. 

Like all classifications this one is obviously in some respects 
arbitrary, and in reality the three factors or agents are often mixed 
up. When land has been cleared, drained, and cultivated it be- 
comes a product of labour, and is therefore capital. Conversely, 
labour cannot be separated from nature : the human organs — the 
workman s hand, the painter’s eye, the voice of the singer — are 
obviously natural agents.^ And finally, man himself becomes cap- 
ital when education has stored his brain with acquired knowledge 
and incorporated this knowledge in his actions. 

That is why it is nonsense to ask whether labour alone can produce, without the 
help of nature, ^e are tempted to answer “yes,** if we think of the production of 
immaterial wealth, or services. But we forget that even in this case labour is never 
alone. It implies not only living organs, but an environment as well — air and sound 
and light, and so forth. See below. The Productiveness of Labour, 
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The term nature^’ does not signify a definite, specific factor of 
production, but a vague entity, the sum total of those pre-existing 
elements which are provided for us by the world in which we live. 
If man is to produce, nature must supply him with a favourable 
climatic emironment, sufficiently fertile la7id, and later on with 
motive 'power to assist his labour. We might add time to this list, for 
our existence is conditioned by time as well as space. 

I. LAND 

Land supplies man with three things: (1) a place to stand on, 
to build his house on, and to cultivate his fields; {%) those kinds of 
vegetables and animals which alone can satisfy his two primary 
wants — food and clothing; (3) the underground minerals and fuels 
which feed his industries. 


§1 

In his primitive state man is content with the products that the 
earth spontaneously gives him. But this does not mean that he 
has not to work terribly hard to procure them; it only means that 
he cannot modify them. This is the first stage in industry — the 
hunting or fishmg stage. It lasted, so far as we can tell, infinitely 
longer than the industrial periods that succeeded it — some 200,000 
years, according to certain palseontologists. At the same time it is 
by no means true to say that hunting was the earliest form of human 
industry, for it presupposes the existence of weapons — bow, spear, 
sling, or snare. It must therefore have been preceded by a period 
that is now lost in the darkness of the past, when human industry 
was in no way different from animal industry, when man was obliged 
to stalk and capture his wretched prey as best he could. That was 
the regime of the quest, as it has been expressively termed, to dis- 
tinguish it from the hunting stage. 

However many thousand years the hunting stage lasted, it never 
succeeded in raising any race of people to what we should call a 
civilized condition. This is because it was too little producti's^e, 
or rather, perhaps, too destructive, to allow a population to reach 
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the minimum density required by social Hfe and industrial develop- 
ment. If the population of the British Isles had to live by hunting, 
even supposing we could restore the game that has now disappeared, 
it would become reduced to some hundreds of thousands of men. 
The number of the Red Indians was no higher than that at a time 
when they ruled over a territory several times as large as the British 
Isles. 

With the fishing industry it is quite different. Fishing, at least 
sea fishing, has been far more effectual in keeping men alive, and 
even in raising them to a relatively high level of civilization. This 
superiority of fishing over hunting is easily explained by the differ- 
ences between these two modes of exploiting natural wealth: 

(a) The food provided by fishing is generally more abundant and 
less dependent on chance than that yielded by hxmting. Nor does 
it depopulate the sea as hunting depopulates the forests, especially 
when it is practised only with primitive tackle. The result is that 
it permits men to congregate in sufficient density and to settle down, 
whereas the hunting tribes must be for ever wandering in search of 
new hunting grounds. In other words, fishing permits the building 
of towns. None the less, as every fisherman is necessarily a sailor, 
this settled life does not exclude long ocean voyages, and it is thus 
that international relations were first established; witness the Scan- 
dinavian lands and their adventurous Northmen. 

(&) Fishing can scarcely be usefully pursued by men in isolation; 
it is better practised by groups of men, whereas the hunter hunts 
alone and strives jealously to conceal his tracks. The boat and the 
fishing-net are the outcome of collective labour and can only be used 
by a group or association which can already be described as co- 
operative. The social influence of these instruments is quite dif- 
ferent, therefore, from that of the bow or sling of the hunter; every 
boat’s crew learns of necessity to obey its leader, and to choose him 
carefully. In this way, also, fishing has social and political con- 
sequences that differ largely from those of hunting. 

§2 

The second stage is the pastoral stage. This is a natural develop- 
ment of the hunting stage, with this vast difference, that man now 
breeds animals instead of killing them, and thus substitutes pro- 
ductive for destructive exploitation. But the greatest service ren- 
dered to man by pastoral industry is that besides providing him with 
his daily food (milk, butter, and meat) and clothing (wool and 
leather), it also, procured him lekure, in his tent or in the field, 
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while idly watching his flocks. This enabled him to lay the earliest 
fotmdations of industry, in the weaving of wool; of science, in the 
observation of plants and stars; and of literature, in songs and 
heroic tales. 

The pastoral industry also created the patriarchal family and, 
along with it, a social regime and forms of government of which 
traces yet survive in the laws and constitutions of modern nations. 
But we are not here concerned with these. 

Thus the origins of civilization are bound up with the domesti- 
cation of animals. This domestication, according to M. de Mortillet, 
dates back to some 16,000 or 18,000 years ago. 

Pastoral industry, however, could draw nothing from the earth 
but what the earth spontaneously offered. Consequently it could 
only support a very limited population on a given area — a larger 
population than could be maintained by hunting, but a smaller one 
than fishing permitted; and the tribe could only exist by constantly 
changing its pasturage to maintain its flocks. Hence it was con- 
demned to a nomadic life, and in this respect the pastoral regime 
was inferior to that of the fishing stage. 

§3 

So far we have spoken only of the exploitation of the earth for the 
purpose of procuring animal food. But the provision of vegetable 
food followed a parallel line of development. 

Fruit-gathering supplied man with food long before hunting began. 
It corresponds to the quest period, but it held a far larger place among 
the means of existence of primitive peoples, and even continued into 
the earliest ages of civilization. If the oak was sacred to Jupiter, 
this was not only because it attracted the thunderbolt, but because 
it bore acorns, and the acorn was the staff of life for the peoples of 
Europe even in the historic period — for the Gauls, for instance. 
Acorn bread was eaten even in the time of Charlemagne.^ 

No doubt as soon as man had learned how to tame wild animals, 
he conceived the idea of taming, breeding, or cultivating wild plants. 
That was the birth of agriculture. However, it certainly did not 
begin with the operation of tilling the soil which is implied to-day 
in the word agriculture.’’ That operation presupposes a vast 
number of previous inventions — not only the plough, but the iron 

^ Those who have tried to eat raw acorns cannot believe that men could ever have 
tolerated such food. But they would hardly find wheat more appetizing if they had 
to eat it just as it comes from the husk! The men who lived on acorns did not eat 
them raw; there is no doubt that they found out how to cook them. 
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with wM'cli the plough is shod, and for which the bronze of the 
preceding age was no substitute. It presupposes also the training 
of the ox to submit to the yoke, for it is a curious fact that for thou- 
sands of years man knew how to make use of cattle to provide him 
with food and clothing, and how to employ the horse in hunting and 
in war, but he did not know how to make animals assist him in his 
work. Lastly, agriculture in its modern sense presupposes the 
discovery of cereal crops, beginning with barley, which seems to 
have been the first one to be grown. Imagination shrinks from 
measuring the full import of the action of the first man who was 
able to recognize that some of these humble grasses bore grains 
that were good to eat. 

It seems probable, therefore, that the cultivation of cereals was 
preceded by a rudimentary form of horticulture or arboriculture 
that was already practised by the hunting or pastoral races, although 
their w^andering life can scarcely have been convenient for gardening. 
Perhaps there is some historical significance in the story in Genesis 
that shows us Adam cultivating the Garden of Eden and gathering 
the fruits of the trees before Cain became a tiller of the soil. 

Agriculture, in the sense of tillage, can scarcely date back earlier 
than the beginning of historic times. Its birth was celebrated by 
ancient writers as a comparatively recent event.^ They greeted it 
as the dawn of the era of civilization, which was rather unjust to the 
pastoral age, though the latter had been less prominent in Europe 
than in Asia. T^Tieat-growing, however, laid upon the sons of 
Japhet a much heavier burden of labour than the previous methods 
of exploiting the land, for besides the toil of ploughing there was 
also the labour of the mill and the kneading-trough, groaned over by 
so many generations of women and slaves. 

But wheat has well repaid man for his labour. It has done so, 
first, by teaching him the law of regular work which the pastoral 
life had been unable to teach: “In the sweat of thy brow shalt thou 
eat bread”; and then by teaching him thrift as well. Since wheat 
is easily preserved, man was able to store it in his granaries. The 
granary was the first savings-bank of the human race. Thus famine, 
hitherto a constant menace, became much less threatening, even if 
it was not altogether eliminated. The two other great cereals, rice, 
which has sufficed for the nourishment of enormous masses of the 
yellow race, and maize, the national food of the New World, require 
less labour to turn them into food, if not to grow them, for they do 

i “Ceres taught men to turn up the earth when they could no longer find acorns 
or arbutus berries in the sacred forest.” (Virgil, Georgies, I. 147-9.) 
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not need to be made into bread. But at tbe same time tliey liave 
not engendered tbe same virtues in those who consume them: up to 
the present, at any rate, the leadership of the world has remained 
with the bread-eaters. 

With the coming of agriculture, nomadic life gradually ceased, 
though not suddenly, for the first attempts must have quicidy 
exhausted the soil. Then the city was born. The substitution of 
a partly vegetable diet for the flesh-eating of the preceding age 
seems even to have had a softening influence upon manners. Men 
no longer offered bleeding victims to their gods, but consecrated 
meal and unleavened bread. No doubt agricultural peoples made 
war like pastoral ones, but they fought with somewhat less ferocity, 
it would appear. Contrary to what might be expected, the sons of 
Cain were gentler than the sons of Abel. 

With the coming of agriculture, labour took the first place in 
production, and nature, who till then had provided almost alone for 
the wants of man, retired into the second rank. We can leave her, 
then, for the time being. 

It must be said, however, that not even to-day have primitive 
methods of exploiting the earth altogether disappeared. There 
are pastoral races still in existence in Asia and Africa, and if there 
are hardly any hunting or fishing peoples left, in the full sense of 
those w^ords, yet fishing is still a very important industry, and a 
means of livelihood to millions of men. Moreover, hunting itself 
is still represented by such great undertakings as that of the Hudson 
Bay Company, which supplies the civilized world with furs. But 
the same process of development is apparent in these enterprises as 
that which transformed the hunting peoples, at the dawn of history, 
into pastoral ones. 

In the case of living beings, whether animal or vegetable, in- 
dustry is able to some extent to avert the fate which threatens them, 
by changing its methods of procedure. Instead of hunting, man can 
breed and rear animals; instead of fishing, he can practise piscicul- 
ture; instead of clearing the forest, he can replant it; in other words, 
he can leave the extractive industries for the agricultural. Thus, 
for example, in Canada, now that fox-skins have come to fetch exorbi- 
tant prices owing to the extermination of the foxes, fox-breeding 
has become a most profitable industry. More than ten companies 
have been formed to exploit it. Similarly in Florida there are actually 
farms for rearing crocodiles, whose skin is very valuable. " As for 
the ostrich, it is well known that they are reared on a large scale in 
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South Africa; and some attempts have been made to rear them also' 
in the French ilfrican coloniesA 

II. THE LAW OF DIMINISHING RETURN 

Since the area and the volume of the earth are alike limited in 
quantity, it is a necessary consequence that the quantity of produce 
that can be drawn from it is also limited. This fact has very im- 
portant results. 

The law of limitation is most in evidence in the extractive in- 
dustries. When the mine is exhausted the miner is bound to stop, 
and as a rule he is obliged to stop long before that point is reached, 
because his work ceases to be remunerative, though it may once 
more become profitable when the science of metallurgy makes fresh 
progress. 

But this law of limitation embraces all human industry, and is 
not to be evaded by passing from extractive to agricultural pro- 
duction, for even in this higher form of industry there are obstacles 
to be met with. 

(1) To begin wdth, agricultural production is limited by the 
quantity of mineral substances that are indispensable to plant life. 
Every plot of land, even the most fertile, contains only a fixed 
amount of nitrogen, potash, phosphoric acid, and so forth, and 
every crop takes away a portion of these substances. It is true that 
agricultural science succeeds not only in giving back to the land 
the elements thus withdrawn from it, but even in enriching it by the 
addition of new elements. But it must be borne in mind that the 
sources upon which the farmer draws to enrich the soil are them- 
selves limited, for natural manure only restores to the soil a part of 
what the cattle have consumed, and chemical manures are minerals 
(phosphates, potash, nitrates, guano, etc.) the deposits of which 
are scanty and quickly exhausted. 

(£) Moreover, agricultural production is limited by the conditions 
of space and time that are indispensable to vegetable and animal 
life; these conditions are much more rigid and less open to modi- 
fication than those of industrial production. As has been suggested 

^ The finest example among plants is that of rubber. The destructive exploitation 
of the forests of the Amazon and the Congo has been gradually replaced by industrial 
cultivation in the Dutch and British colonies of the East Indies. It is owing to this 
that rubber is the only raw material whose price did not rise during the war, in spite 
of the enormous consumption that was caused by the war. 
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elsewhere, the right name for this industry is mvicidture rather than 
agriculture. The farmer is reduced to an almost passive part; 
he must look on patiently while nature performs her work according 
to laws which he knows but imperfectly as yet, and whose slow oper- 
ation he cannot change. It takes long months for the grain that 
sleeps in the furrow to become transformed into an ear of corn; 
and it takes long years for the acorn to become an oak. Again, 
every plant, whether wheat or oak, requires a certain irreducible 
minimum of room in which to spread its roots and to breathe. Of 
course we can hasten the flowering of the lilac or the ripening of 
peaches in hot-houses, at great expense; but this kind of cultivation, 
which has already become an industry, is merely a luxury of the 
rich. The industrial worker, on the other hand, is not tied down 
to the inexorable succession of the seasons: summer and winter, 
day and night, he can stoke up his fires or drive his loom. In his 
furnaces and his vats he can work up the inorganic materials at his 
pleasure. His concern is only with physical or chemical laws, 
which are far less mysterious than those of organic life. The proof 
of this lies in the fact that these laws have been tamed, and made 
to obey man’s commands with mechanical precision. 

The limitation of agricultural production, however, is elastic 
and not inflexible, as is that of extractive production. The amount 
of produce may even be increased to an almost indefinite extent, 
though only at the price of an effort which goes on increasing until 
it ends in being out of all proportion to the amount of produce 
obtained. There are two ways in which this increase can be 
secured. 

( 1 ) We may increase our produce by an extension of the area under 
cultivation. There is no country, even among the most highly 
civilized, where the whole of the soil is cultivated, even if we include 
pasture-land and forests under this heading. Nevertheless, the 
amount of land that remains available for cultivation is generally 
of little value, and we shall not find much help in this direction 
towards supplying the needs of future generations. Even in rela- 
tively new countries like the United States the limitation of the 
extent of land is beginning to make itself felt; the areas still avail- 
able are generally lacking in water and can only be cultivated by 
the troublesome process of ‘Mry farming.” There is not much 
wheat-land in the world now remaining to be cultivated, since wheat 
can only be grown in the temperate zone; and it seems as if we 
cannot expect much more bread from this source than the amount 
necessary for the 600 millions of men who actually consume it. 
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Any surplus population above tliat number will perhaps have to 
find some other kind of food.^ 

(S) The second method of increasing the produce of the soil is 
more intensive cultivation. Perhaps there is not a single piece of 
land of which the farmer could not, if necessary, increase the yield. 
Only, after a certain stage of agricultural industry has been passed, 
he can only do so at a constantly increasing cost in labour. Con- 
sequently there will be a point at which the amount of labour ex- 
pended to increase the yield is greater than the value of the crop. 

Suppose an acre of land produces SO bushels of wheat, which is 
about the average yield in the United Kingdom, and that these SO 
bushels represent 70 days’ labour, or £8 in money. Then the law 
of diminishing return (or of a return that is not proportional to the 
labour expended), declares that to make this land produce twice as 
much wheat {i,e, 60 bushels) we must expend more than 140 days’ 
labour or more than £16 in money. To double the produce, we may 
have to treble, to quadruple, or perhaps even to multiply a hun- 
dredfold, the amount of labour and expense. 

This law is certainly borne out by the experience of every day. 
Ask an intelligent farmer whether his land could not produce more 
than it does, and he will reply: ‘‘Certainly; the wheat crop would 
be larger if I chose to use more manure, to dig more deeply, to clear 
the soil of the smallest weeds, to have the soil dug by hand, to have 
each grain of seed transplanted by hand if necessary, and finally 
to protect the harvest from insects and birds and parasitic weeds.” 
Then ask him why he does not do all this, and he will reply that 
he would not get back his expenses: the extra crop would cost more 
than it would be worth. There is therefore in the output of any 
piece of land a point of equilibrium which marks the limit beyond 
which no one will pass. It is not that we cannot pass it if we wish 
to, at any cost, but that we do not wish to, because there is no ad- 
vantage in doing so. 

The proof of this is as follows: If it were not so, if we could in- 
crease the production of a given piece of land indefinitely, on the 
sole condition of increasing the labour and expense in proportion, 
it is obvious that the owners of the land would certainly not hesitate 
to do this. Instead of extending their cultivation over a more or 
less wide expanse of land, they would prefer to concentrate it on 

^ The cultivation of the bread-fruit tree has been considered. This grows naturally 
in the tropical zone, and produces much more freely than wheat. Economic evolution 
would thus take us back to the time when men fed on the fruit of the oak-ti-ee. (See 
above, p, 66.) 
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tlie smallest possible area: tbis would be far more convenient. 
But in this event the face of the earth would be quite different from 
ivhat it is. The simple fact that things are not like this at alb and 
that cultivation is constantly being extended to less fertile or less 
favourably situated land, is a sufficient proof that we cannot in 
reality expect more than a limited crop from a given piece of land. 
(See Book III, Part II, Chapter I.) 

Each kind of cultivation gives its own maximum return. So it 
is evident that if the farmer changes his cultivation he may move 
the limit a step farther. An acre of land under potatoes may pro- 
duce eight or ten times as much in weight as wheat. But none the 
less the cultivation of potatoes is subject likewise to the law of 
diminishing return. 

We must not confuse the actual return with the monetary return. 
The latter does not depend only on the fertility of the land, but also 
on the circumstances that determine prices, and these are not sub- 
ject to the law of diminishing return. There are no limits imposed 
by nature on a rise of prices. If, for instance, we were to grow roses 
instead of corn, and produce otto of roses, we might make £80 an 
acre; but man does not live on otto of roses. 

Again, the law of diminishing return is not confined to agricultural 
and extractive industries, as the classical economists taught. It is 
a general law of production, and can be formulated thus: every 
increase in yield requires a more than proportional increase of power. 
This can be proved from the transport industry: beyond a certain 
point, if we wish to increase the speed of a ship by only a tenth — 
say, from £0 knots to ££ — we must increase the motive power by 
more than a quarter. If we wanted to double its speed we should 
have to increase the power tenfold — and even then we should not 
succeed. 

III. MOTIVE FORCES 

The work of production consists simply in changing the form or 
the place of matter. The resistance that matter offers to these 
changes by reason of its inertia is often considerable, and man’s 
muscular power is not very great. In all times, therefore, but espe- 
cially since the abolition of slavery has forbidden him to employ 
the strength of his fellow-men for nothing, man has tried to make up 
for his weakness by using certain motive forces — more properly 
called “ energies ” — that are provided by nature. 

Man makes use of these natural forces by means of machinery. 
A machine is merely a tool, with this difference: that instead of 
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being worked by band it is set in motion by natural forces, sncb as 
tbe weight of falling water, the expansion of vapour, etc.^ 

It should be observed that the more powerful these natural forces 
are, the more time and trouble are required to tame them and make 
them serve the purposes of man. The harnessing of Niagara de- 
mands a different equipment from that needed to harness a small 
waterfall. And we shall see later on that it is the same even in 
agriculture: land that is naturally fertile costs more to clear than a 
sandy desert. Every employment of natural forces involves a 
struggle like that of Hercules against the monsters, and the energy 
that the victor must display is necessarily proportionate to the 
power of his adversary. 

That is why there are still only four or five natural forces that 
man has been able to make use of in production: the muscular 
strength of animals, the pressure of whid and running water, the 
expansive power of valours (especially of steam, though recently 
also of explosive gases), and lastly and quite recently, electricity, 
which, however, is generally only an altered form of water power 
or steam power. But there are numerous others, known and un- 
known. The waves raised by the wind on the surface of the sea, 
the tides that wash thousands of miles of coast tvuce a day, the 
store of heat enclosed in the centre of the earth^ — these are truly 
inexhaustible reservoirs of power. And the forces that we can see 
are as nothing to those that we can guess at, even if it be only the 
energy latent in molecular combinations that radium has revealed 

^ This definition applies only to fower machines, but in everyday speech the term 
“machine” is applied also to instruments worked by man whenever they serve to 
increase the rapidity of labour, as, for example, hand-looms, sewing-machines, type- 
writers, etc. We also call a bicycle a machine. But these would be better named 
tool machines. 

Tools or implements enable man’s strength to be better utilized, sometimes even 
by increasing it, just as power machines do, but with this defect: that whatever is 
gained in 'power is lost in speed. Thus with the help of a hydraulic press a child can 
exert a pressure that is theoretically unlimited, and Archimedes boasted, quite rightly, 
that with a lever and a place on which to rest it he could move the world. Yet the 
interesting calculation has been made that, even had he found this necessary point of 
support, he would only have succeeded in raising the world an infinitely small dis- 
tance if he worked at it for several million years. 

Now since time is a very precious factor, of which we ought to be extremely careful, 
the increased power obtained by the use of tools is in practice limited, whereas with 
power machines it is unlimited. 

2 There is a district in Tuscany where natural jets of steam (soffioni) issuing from the 
earth have been harnessed and intensified by the digging of holes; in this way several 
thousands of horse-power have been made available. 
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to us. If we may believe the physicist, the atomic energy contained 
in a single gramme of matter would amount to millions of horse- 
power, if it could be liberated. 

The domestication of various animals — the horse, ox, camel, 
elephant, reindeer, Eskimo dog, etc. — supplied man with the first 
natural force for carriage, draught, and tillage. This was itself a 
valuable achievement, for animals are relatively stronger than men. 
A horse’s strength is estimated at seven times that of a man, whereas 
its food costs less than man’s. But the number of these animals is 
limited, and the more so as a country becomes more populous, 
for they require much space to feed in; so the motive power that 
they represent is comparatively small. 

The motive force of the wind and of rivers has always been used 
for transport purposes, but its industrial application has until re- 
cently been almost entirely confined to turning windmill sails and 
water-wheels. The water mill, which dates from the first centuries 
of the Christian era, was the first machine, properly so called, in the 
sense that it was the first application of natural forces to the work 
of production. 

Of these two natural forces, however, the wind is genei’ally too 
weak and in any case too intermittent, while the other force, w^ater, 
though more powerful and amenable, suffers from the grave incon- 
venience of being locahzed in certain places. It was not until 
Newcomen (1705) and James Watt (1769) had made use of heat 
to expand water vapour in a closed vessel, that that marvellous 
instrument of modern industry, the steam-engine, was created. 
And the superiority of steam from that day to this is due to the 
fact that it is artificial: it is not created by nature, but by man. 
For that very reason it possesses this inestimable advantage, that 
man can use it where he pleases, when he pleases, and as he pleases. 
It is mobile, portable, and continuous, and its pressure can be raised 
to many times that of the atmosphere without any other limit in 
practice than that imposed by the resistance of the vessel that con- 
tains it. 

But water is now beginning to take a highly important place as a 
motive force, since means have been found to convey its power for 
hundreds of miles. Moreover, it is infinitely divisible as well as 
portable, so that water power can be made to radiate at will around 
the point where nature seemed to have fixed it. Thus the Rh6ne, 
which used to waste its energy in grinding down pebbles, is carried 
nowadays into the lofty workrooms of Lyons to drive the looms of 
the silk-weavers. Motive power is already being distributed into 
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the homes of the people, like water and gas, so that it can be procured 
by merely ttiming a tap or pressing a button. 

The action of water is due, however, to its flow, and not to its 
quantity or extent. (What use could be made for motive purposes 
of the thousands of millions of cubic feet of water that lie at rest in 
such a lake as Geneva, or even in a gently-flowing stream like the 
Seine .^) Consequently, water has been utilized mainly at its maxi- 
mum gradient, that is to say, at a waterfall; and this means going 
up as near as possible to the sources of rivers and to the glaciers 
which are the reservoirs that supply them. That is the origin of 
the famous name ‘‘white coal,” which was given to this new force 
more than fifty years ago (1868) by M. Berges, an engineer of Gren- 
oble. What he meant by it was not running water in general, as is 
usually thought, but simply the glacier, as a reservoir of force — 
the force of gravity — which is stored up in it as heat is stored up in 
coal; the one force is liberated by the downward flow of the water, 
as the other is by combustion. 

By a lucky chance, which would have been regarded in olden times 
as the work of Providence, but which can be explained geologically, 
the very lands that are poorest in black coal are those that are most 
richly endowed by nature with white coal, and conversely. Thus 
in Europe, Switzerland, Northern Italy, and Scandinavia, which 
have not an atom of black coal, have splendid supplies of white coal, 
whereas England, Belgium, and Germany, so rich in mines, have 
but few falls and water-courses that can be utilized for motive 
power.^ It is the same in America: Canada and Brazil have tre- 
mendous quantities of power in their waterfalls, but they seem to 
have scarcely any supplies of coal. France is pretty equally divided, 
for without being destitute of coal (she produces two-thirds of what 
she consumes) she possesses a regular army of hydraulic horses, 
the equivalent of eight or ten millions of horse-power, half of it in 
the Alps, a quarter in the Pyrenees, and the rest in the Central 
Plateau, the Jura, and the Vosges. Less than a million and a half 
of this horse-power is actually utilized, however. In this respect 
France is surpassed in Europe by Norway and Sweden alone. If 
she could utilize the whole of her water power, it would suffice to 

^ [Water power is already being used, however, in the Snowdon region for the pro- 
duction of aluminium by means of the electric furnace. “As there is much water 
power in North and Central Wales it is most likely that in the future this power, now 
running to waste, will be made of service and provide work for more people than can 
get a living in these regions at present.” (J, F. Unstead, The British Isles of To-day, 
pp. 117-8.)] 
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free her from the annual tribute she pays to the foreigner by her 
purchase of twenty million tons of coal a year. 

The economic superiority of white coal over black coal Kes in the 
fact that it is not consumed by being utilized. Black coal is like a 
treasure that has lain buried since primeval days; we are dramng 
on it lavishly, and the treasure chest will soon sound hollow. White 
coal, on the other hand, renews itself like the rainfall; it is the sun’s 
task to keep on drawing up the water that has finished its work, and 
placing it once more on the heights. The supply of power will only 
come to an end in the event of a general drying~up of the earth and 
the disappearance of the glaciers — a contingency that we are threat- 
ened with, it is true, by some learned men, but which, fortxmately, 
is not yet proved. 

The cost of installation of hydro-electric plant, such as barrages, 
forced conduits, turbines, dynamos, reservoirs, or artificial lakes for 
regulating the flow of water, is very great, but once the installation 
is made the running cost per horse-power is practically nil. In 
using coal, on the other hand, this cost is comparatively high, the 
average consumption being about pounds of coal per horse-power 
per hour. That is why, in mountain villages lighted by white coal, 
they do not take the trouble to put out the lamps during the day- 
time. 

But if it is true that the motive force of water is everlasting, or 
continually being renewed, unlike coal which is dead and fossilized, 
it is no less true that the quantity of water in existence is limited as 
that of coal is. We shall never be able to increase the number and 
power of water-courses, but only to make better use of them. 

In default of more water power, some people have had visions of 
obtaining from the sun itself the power that is needed. But, even 
if we could succeed in doing so, the force borrowed from the sun 
would be limited to an even greater degree than are the other natural 
forces, for the sun does not shine always or everywhere. If some 
day the sun is used to work our factories, what a blow that will be 
to England — far worse than the competition of white coal! The 
fogs of the North Sea will be her funeral shroud, and men will have 
to carry on their industries and build their cities in the heart of the 
Sahara. 

IV. THE PROBLEM OF MACHINERY 

The natural forces harnessed by machinery work wonders to 
which we have become hardened by familiarity. Not only do 
they enable us to perform the same tasks as before under conditions 
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of amazing superiority, bnt, more than that, they allow us to do 
things hitherto undreamed of. To name only two examples out of 
a hundred, the newspaper press and the railways, those two great 
factors of civilization that have so profoxmdly modified all the con- 
ditions of modern life — pubhc, intellectual, and moral, as well as 
economic — were both of them created by the steam-engine. 

The everyday use of the motor-car — and to-morrow probably 
it will be the aeroplane — has already had important social conse- 
quences whose full significance cannot yet be estimated. These 
are indeed the instruments that set men free from the bondage that 
the physical world imposes upon them — the bondage of distance, of 
time, and of gravity. And while they increase man’s independence 
in relation to nature, they knit more closely the ties of solidarity 
that bind him to his fellows. 

Suburban railways in large towns will be the most efiectual agent 
in remedying the evils of overcrowding and in solving the distressing 
problem of working class housing. 

The superiority of machinery over human labour is due both to 
technical and to economic causes. 

The technical causes are these: (1) The that enables matter 
to be raised, moved, or worked up. The Pharaohs were able, by 
collecting a sufiScient number of workmen, to build the pyramids; 
and the Panama Canal might possibly have been constructed in 
the same fashion if a hundred years had been devoted to the task. 
But the combined blows of the hammers of a thousand smiths could 
not do what is done by the steam hammer, the hydraulic press, 
or the rolling mill; nor could a hundred thousand rowers propel 
gigantic steamers or ironclads at thirty miles an hour. — (2) Sjpeed, 
— Man cannot follow with his hand or even with his eye the rotation 
of a turbine or a spindle, or the tick-tack of a boring machine or an 
electric riveter. — (3) The precision and especially the uniformity 
of the work, that makes it possible to produce interchangeable 
parts. The hand of the most highly skilled workman can reach a 
degree of precision of -g-g-c- of an inch, but it will not succeed in making 
two identical parts. Machinery does this, and cannot even do 
otherwise; and thus all the parts of thousands of guns or bicycles 
are interchangeable. 

The econcmic causes of the superiority of machinery over human 
labour may be summed up in the one word cheapness — the lowering 
of the cost of production. If we consider that one horse-power 
involves an average hourly consumption of only pounds of coal 
(rather more in the case of small machines, and rather less in bigger 
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ones), and that the normal cost of this amount of coal — not the 
present day cost! — is not more than a halfpenny, we shall realize 
the difference between the cost of machine laboui’ and the workman’s 
wages. It is true that coal is not the only expense in using machinery : 
there is also the cost of oil, expenses of maintenance, interest and 
depreciation fund on the capital represented by the machine (whose 
life is a fairly short one), and finally the wages of the man who works 
it, for machinery will not quite run by itself, though it very nearly 
does. Nevertheless the saving is enormous, even when everything 
is counted in; and it goes without saying that the more expensive 
hand labour becomes, the greater is the saving. So the rise of 
wages has been one of the most effective agents in stimulating me- 
chanical progress; a single strike has sometimes been enough to 
cause the introduction of machinery into a factory. If the slave 
system had continued, machines would never have been invented. 

Books on political economy are full of examples of the cheapness 
produced by machinery. The most striking instances are drawn 
from the transport and the printing industries : a ton of goods carried 
at the rate of a penny a mile, or a newspaper of four or six pages, 
containing as much matter as a book and sold (until recently) for 
a halfpenny — these are the miracles wrought by machinery. 

In France at the present day, although she is far from being one 
of the most advanced manufacturing countries, there are fifteen 
millions of horse-power, each representing the strength of a score of 
men. As the number of men employed in industry and agriculture 
in France is not more than ten million, we may say that the pro- 
ductive power of each man is thus multiplied by 30, or, to put it 
more picturesquely, that each French workman has thirty slaves at 
his service.^ He ought therefore to be in very much the same po- 
sition as the Roman patricians, and able, like them, to accumulate 
all the refinements of wealth and idleness. How is it, then, that with 
these new servants in place of the slaves of old, the men of to-morrow 
will yet be unable to live the noble life of the ancients, devoting the 
hours saved from material labour, like the Greeks in their Agora 
and the Romans in their Forum, to politics, to artistic recreations, 
to gymnastic exercises, or to lofty philosophical speculation — with 

1 [Similarly, Professor Marshall says, speaking of the English textile industries 
which employed nearly half a million men and more than half a million women: “The 
strain that is taken off human muscles in dealing even with those soft materials is 
shown by the fact that for every one of these million operatives there is used about 
one horse-power of steam, that is, about ten times as much as they would themselves 
exert if they were all strong men.” {Principles of EcGnomicSp p. 342 n.)] 
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tMs difference only, tliat wliat was then the privilege of a small 
class will now be the rule for every one? This is, indeed, an alluring 
prospect. But our exultation disappears if we consider how slight is 
the assistance rendered by machinery in satisfying the two funda- 
mental needs of every human society — the need of food and the 
need of shelter. 

It is calculated that in France less than £00,000 horse-power are 
employed in agriculture — not even 1|% of the total. Is this slow 
development of the use of machinery in the production of food en- 
tirely due, as is often thought, to the conservative attitude of agri- 
cultural folk, or is it not rather due to the very nature of agricultural 
production? This latter explanation seems to us to be the true one. 
Land is life s laboratory, and life has special laws of development 
which are peculiar to it (see above, p. 64). Moreover, most of 
the machines used in agriculture aim only at economizing hand 
labour or speeding it up, and not at increasing the quantity of prod- 
uce. Threshing machines and sheep-shearing machines, like the 
machines that chop sugar, and those (in Chicago) that turn a pig 
instantaneously into sausages, add not a grain to the sum of human 
wealth, to the stock of corn, wool, sugar, or meat. Machines for 
ploughing or irrigation, however, may increase the depth and fer- 
tility of the available land. 

In the matter of house-building, machinery is hardly used at all, 
except for cutting stones and in certain special kinds of construction. 

The employment of natural forces is restricted, then, more com- 
pletely than one would think, to the sphere of manufacture and 
transport, and it is here that it has procured all the abundance and 
cheapness that could be expected. It is true, however, that mechani- 
cal progress in transport reacts indirectly on food and housing, by 
facilitating the importation of agricultural produce, fertilizers, and 
building materials. 

But here is another aspect of the question. If it is true that a 
single horse-power does the work of twenty men, each new horse- 
power created will enable the one man who controls it to dispense 
with the labour of twenty other workmen, who will be condemned 
to unemployment in consequence. And since each of these twenty 
men will strive to retain his place, it looks as if the result must be 
an underbidding of each other which will cause a lowering of wages. 

A century ago the economist Sismondi obtained a reputation for 
heresy, which was better merited on other counts, by the eloquence 
with which he denounced machinery as the scourge of the working 
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classes and tlie whole nation. He said that the invention of machines 
‘^made population superfluous/’ (which is the title of one of the 
chapters in his book, Nouveaux Principes d'Economie Politique) • 
If, said he, machinery should reach such a degree of perfection that 
the King of England could produce all that was needed to satisfy the 
wants of his people by merely turning a handle, what would become 
of the English nation? 

It is well known that the workers also were violently opposed to 
the introduction of mechanical processes in industry, and showed 
their hostility on many occasions by breaking the machines and mob- 
bing the inventors. We need only mention the Luddite Riots in 
the midland counties early in last century, the burning of the Jac- 
quard loom at Lyons about the same time, and the destruction of 
Papin’s steamboat in 1707. Even to-day we have seen the dock 
labourers of Marseilles and Boulogne objecting to the installation 
of cranes, and the fishermen of Brittany rebelling against the employ- 
ment of steamboats and revolving nets in the sardine fishery, be- 
cause they think that the more fish they catch the less they will 
be paid — and this at a time of general food shortage ! 

This attitude is natural, for the workers are necessarily the first 
to feel the effect of the mechanical inventions that come to cut the 
ground from under their feet. And as they live from day to day 
they cannot wait till things settle down. 

But, on the other hand, those economists who were out to prove 
that in our economic organization there can be no conflict between 
social interest and individual interest, were bound to deny the exist- 
ence of the evils attributed to- machinery, and to declare that it 
always provides more work and more comfort for the worker. Thus 
arose a controversy which once held a prominent place in the classical 
treatises, but which has lost much of its importance to-day. 

Here are the arguments by which the classical economists sought 
to set aside the grievances attributed to machinery. It must be 
recognized, however, that they are not unanswerable. 

(1) Reduction of the cost of living. — Every mechanical invention, 
it is said, results in a lowering of the cost of production and therefore 
of prices. Numberless instances may be cited. We have just 
mentioned two of them — railways and newspapers; we can also 
mention all articles of clothing of the ready-made kind. Con- 
sequently, it is said, even supposing that the result of the introduction 
of machinery is a fall in wages, yet the workman gets compensated, 
as a consumer, for the misfortunes he suffers as a producer. 

But the workman only gets this compensation if he is a consumer 
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of tlic products tlia.t lie makes kimself. Now suck a coincidence as 
this is extremely rare. The mechanical manufacture of certain 
kinds of lace has lowered their price, but the poor woman who used 
to make them by hand is not in the habit of wearing them, so she 
gets no compensation whatever. 

Even admitting that the product in question is consumed by the 
worker, it can only constitute a minute fraction of his consumption, 
and the compensation thus obtained would be ridiculously small. 
The woman who used to kmt stockings, and who loses her wages 
through the invention of a knitting machine, will find little consola- 
tion in the prospect of buying her stockings more cheaply from the 
shop. 

To make this compensation a real one, mechanical 'progress would 
have to take place simultaneously in all branches of production, so that 
the consequent fall in prices would be general and simultaneous. 
In this case it might be said to matter little to the workman if he 
receives only half his former wages, since all his expenses would 
also be halved. But unfortunately, as we have just pointed out, 
mechanical inventions are not applied in all branches of production, 
but only in a small number of them; and their effect is particularly 
slight upon those very expenses — food and housing — which oc- 
cupy the chief place in the working-man’s budget. 

(2) Increase vn the demand for manual labour, Far from sup- 
pressing or restricting the demand for manual labour, machinery 
results, it is said, in increasing this demand. In fact every me- 
chanical invention, simply by causing a fall in prices, must bring 
about correspondingly larger sales, according to the “law of demand,” 
and consequently it always ends by bringing back the workers who 
have been temporarily turned out. Instead of tfllHrig work from 
them, it makes work for them. And there are plenty of examples 
to support this view. Thanks to the multiplication of books since 
the invention of printing, there are many more printers to-day thnn 
there were copyists in the Middle Ages. Thanks to the railways, 
there are many more travellers, and therefore many more workmen 
employed in transport than there were postilions, ostlers, and post- 
masters. Thanks to mechanical looms, there are many more workers 
employed in textile industries than there were hand-loom weavers 
in former days. 

To this we may answer, first of all, that although an increased 
sale is the normal consequence of a fall in prices, this is not always 
the case. It is notably not so in the following cases: (a) Whenever 
a commodity satisfies only a limited want. The example of coffins 
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.has become classical, but there are many other products — such as 
salt, umbrellas, spectacles, and keys — the consumption of which 
would be only slightly increased by a fall in price. If the price of 
hats was halved it is not likely that we should use twice as many. 
As for articles of luxury, an increase in their number might even 
result in a d imin ution of consumption, by lowering their value. 
— (&) Whenever one industry is bound up with other industries. 
This is a very common case. The production of bottles and casks 
might become cheaper, but no more of them would be sold if there 
were no more wine to put into them. Similarly, the production of 
watch springs is limited by that of watches, the production of iron 
bolts by that of rails and boilers, while that of rails and boilers is 
limited in its turn by other causes independent of prices, such as the 
development of transport, mining production, and so forth. 

Moreover, even admitting that a fall in prices produces a pro- 
portional or more than proportional increase in consumption, yet 
a certain time must elapse — perhaps several generations — before 
this is brought about. It takes time for the old prices to fall, espe- 
cially since the manufacturers are interested in keeping them up, 
and old acquired habits also delay the fall. Competition wins in 
the end, but rival industries are not set up in a day. Still more time 
is needed for the fall in prices to extend the sale of these products 
into those new strata of society that do not quickly change their 
tastes and desires. If the weaver of last century, looking at his 
idle and superseded loom, could have known that his grandchildren 
would find work and higher wages to-day in splendid factories, he 
would no doubt have found some moral consolation in the knowledge, 
but it would not provide him with bread and butter. 

In short, the classical argument comes to this: that though the 
invention of machinery may provoke crises and produce suffering, 
these are only temporary and right themselves spontaneously. 
This may certainly be admitted, but it is poor consolation, for the 
same could be said of all the evils in the world — they are all tem- 
porary, except death. 

What we ought rather to say — though the optimist school does 
not hke making such confessions — is that the evils complained of 
are not confined to machinery. All economic 'progress, whether 
it consists in mechanical inventions or in new methods of organizing 
labour, can have no other effect than to render a certain amount of 
labour useless. As the organization of our modern societies is founded 
on the division of labour, so that each man lives by one particular 
kind of work, this progress, whatever form it takes “not only 
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mecliaiiical invention, but all improvements in organization. Eke 
large shops, co-operative societies, trusts, and so forth — must 
make some one’s labour useless, and rob him of his livelihood at the 
same time. There lies the fatal obstacle. 

It is from that point of view that socialists regard things. They 
attribute all the evils resulting from machinery not to the machines 
themselves but to their appropriation by the capitalist: The most 
enlightened of the workers, the trade union leaders, understand well 
enough that, notwithstanding ail the disturbances it brings in its 
train, machinery is a necessary and beneficent form of industrial 
evolution, and that it would be contrary to the highest interests of 
the working classes, as well as useless, to try to stop it. They refuse 
to be hostile to machinery through conservatism and hatred of new 
things; they are inclined, on the contrary, to extol beyond measure 
the miracles of social transformation that they expect from it. If 
the machines belonged to the community, they think, then they 
would have no other effect than to reduce everybody’s share of toil 
— they would no longer rob anyone of his Evelihood. Their object, 
therefore, is no longer to destroy the machines, but to nationalize 
them. 

Meanwhile the workers’ organizations and the employers them- 
selves have learned to take the necessary measures to soften the 
shock that results from the introduction of machinery into industry: 
they strive to make the workers benefit by the economies effected 
in the cost of production, either by an increase of wages or by a re- 
duction of their hours of work. 

Nevertheless it would be a decided exaggeration to claim that 
complete success will be attained in this matter. The existen^ in 
all industrial countries of a surplus of manual labour — what so- 
cialists call the reserve of the industrial army — which employers 
can draw on when they need, and whose very existence keeps down 
the rate of wages, can hardly be explained except by the continued 
action of mechanical inventions and other forms of industrial prog- 
ress, tending constantly to reduce the number of human arms that 
are needed. 

All we can reasonably hope for the future is that the grievous 
after-effects of mechanical inventions will tend to grow less. It is 
plain enough, indeed, that the introduction of a new machine into an 
industry that is already carried on by mechanical means does not 
now provoke a rebellion Eke that caused by the first mechanical 
loom among the hand-weavers, any more than the discovery of a 
new gold mine that pours its produce into a huge existing stock, 
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provokes a disturbance of prices like that which followed the dis- 
covery of the first mines in the New World. In the economic de- 
velopment of humanity, history shows us sudden and convulsive 
changes, followed by long periods when things are in a more or less 
stationary condition. So it is quite possible that the great economic 
transformation of our own time will be followed by a long period of 
rest, or at least of very slow progress, like the peaceful course — 
peaceful from an economic standpoint — of the periods that have 
gone before. 


CHAPTER II — LABOUR 

I. THE PART PLAYED BY LABOUR IN PRODUCTION 

To accomplish its purposes, and principally to satisfy the needs 
of its existence, every living being must perform a certain amount 
of work. The seed itself works to raise the crust of hardened earth 
that covers it, so as to come through and breathe the air and light. 
The oyster, fastened to its bed, opens and closes its shell to draw 
food from the water that surrounds it. The spider spins its web; 
the fox and the woK go in search of prey. Nor is man exempt from 
this universal law: he also must make persevering eflPorts in order 
to satisfy his needs. In plants this effort is unconscious; in animals 
it is instinctive; in man it has become a deliberate act, and is called 
labour. 

But are there not some kinds of wealth that man can obtain with- 
out labour — wealth that nature generously bestows upon him ? 
That is a difficult question. 

First of all it must be observed that there is not one single object 
among those that are called products that does not in some measure 
presuppose the intervention of labour. The very etymology of the 
word product, from productum, “drawn forth,” shows this. For 
how could anything have been thus drawn forth, except by the hand 
of man? If fruits are to serve for the satisfaction of our wants, 
man must yet take the trouble to gather them — even those that 
nature herself gives us, such as the bread-fruit, bananas, dates, 
and all the crustaceans and shell-fish that the Italians call “sea 
fruit.” And fruit-picking is certainly a kind of labour which may 
become very troublesome. 

It must also be noticed that people seldom realize what a consider- 
able part labour plays even in the creation of those products that 
are often very inaccurately described as “natural.” They are 
inclined to think, for instance, that everything that grows on the 
earth — cereals, vegetables, and fruit — is due to the generosity of 
the earth, magna parens frugum} As a matter of fact, most of the 
plants that supply man with food have been, if not created, yet so 

^ Xenophon saw things more truly when he said: “The gods sell us all kinds of goods 
at the price of our labour.’" 
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modified by cultivation and by tbe labour of hundreds of generations 
that botanists have so far been unable to discover their original 
types. Wheat, maize, lentils, and beans have nowhere been dis- 
covered in a wild state. Even the kinds that are found growing 
wild are extraordinarily different from their cultivated relatives. 
They have had first to be brought from the four corners of the earth, 
and then subjected to centuries of acclimatization.^ Between the 
sour berries of the wild vine and our bunches of grapes, between the 
succulent fruits and vegetables of our gardens and orchards and the 
tough roots and bitter and sometimes poisonous berries of the wild 
varieties, the difference is so great that these fruits and vegetables 
might well be regarded as artificial products, actually created by the 
industry of man. This is proved by the fact that if the unceasing 
labour of cultivation is relaxed for a few years, these products swiftly 
degenerate, as it is called — which simply means that they go back 
to the wild state and lose all the properties wdth which human in- 
dustry has endowed them. 

Now there are certain observations to be made even about those 
forms of wealth which are not ‘^products ’’ because they exist before 
any act of production takes place. Such are the earth, in the first 
place, and all the organic and inorganic substances with wdiich it 
supplies us: the bubbling spring of water or petroleum, the growing 
forest, the natural grass land, the stone quarry, the coal or metal 
mine, the waterfall that turns the mill-wheel or the turbine, the 
guano bed deposited by sea-birds, the fishery teeming with fish, 
shell-fish, or coral. Of these things it must be said: 

(1) That this natural wealth does not exist as wealth, that is to 
say, as useful and valuable objects, until human intelligence has 
discovered its existence, and especially its utility — the properties 
which make it fit to satisfy some one or other of our wants (see 
above, p. 38). 

(2) That this natural wealth cannot be utilized — cannot serve 
to satisfy human wants — until it has been subjected to a certain 
amoimt of labour. Virgin soil cannot be utilized until it has been 
cleared; a mineral spring is useless until the water is collected and 
bottled; mushrooms and shell-fish must be gathered or caught — 
a more or less laborious process — and must certainly also receive 
some preparation in the way of cooking. 

Yet, after doing labour the justice of recognizing that it is never 

1 The potato comes from Chile, the tomato from Peru, the peach from Persia, the 
cherry from Asia Minor, etc.; and how different they are from their rude ancestors! 
The origin of many others is unknown, because the original species have disappeared. 
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eBtirely absent when wealth, is created — even so-called natural 
wealth, — we must not conclude that the value of this wealth is 
proportional to the amount of labour expended on it. This view 
we have already explained and criticized. When, for instance, 
somewhere in the Caucasus or the Far West of America, an oil-well 
worth millions is discovered by a lucky boring, it would be absurd 
to contend that this stream of gold is the produce of labour. 

n. HOW LABOUR PRODUCES 

We must distinguish three varieties of labour: 

(1) Bodily labour, which is generally, but not necessarily, manual 
labour, is indispensable for the production of all material wealth, 
for, as we have just said, the raw material of all wealth must always 
be transformed, or at any rate extracted. And in this transformation 
the hand of man is the initial agent, though not the only one.^ 

The wonderful and infinitely various actions proceeding from this 
hand are almost miraculous. Yet man has no fairy’s fingers. His 
hands and his limbs are nothing but muscular force directed by 
intelligence, so they can only produce the same effect as any other 
motive force, namely, a change of place.^ 

This movement or change of place may be either a change in the 
'position of the object itself, or a change in the position of its constituent 
parts. In the latter case we say that the object has undergone a 
‘‘transformation,” or change of form; but every transformation is 
really only a displacement. The exquisite shapes assumed by clay 
under the hand of the potter or the sculptor, the rich and ingenious 
patterns wrought by the fingers of the lace-maker, are only the 
effects produced by the displacement of particles of clay or threads 
of textile material. All that man’s labour can do is to move, sepa- 
rate, invert, superpose, and arrange — movements, aU of them. 
Take the production of bread, for example. Consider the various 
actions involved: ploughing, sowing, reaping, winnowing, grinding, 
sifting, kneading, putting into the oven — and you will see that 
they all represent nothing but various movements or displacements 
imposed upon matter. But as regards the actual transformations 
that take place in the constitution of the bodies dealt with, modifying 

^ Though man has less muscular strength than animals, he generally has more 
dexterity, and he owes this especially (as the word itself indicates, coming from dextra, 
the right hand) to that marvellous organ, the hand, with the thumb placed opposite 
to the fingers. 

2 The work of nature also probably consists ultimately in movement; but thfe is 
a matter for the physicist. 
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their physical or chemical properties and thereby assisting in pro- 
duction — the mysterious development of a plant out of a seed; 
the fermentation that turns a sugary syrup into alcohol; the chemical 
reactions that make iron and carbon into steel — these have nothing 
to do with manual labour. All that man does is to put the materials 
in the right place: the seed in the ground, the grapes in the vat, 
the ore in the blast furnace; and nature does the rest. 

When we consider how feeble is this motive power of man, and how 
limited is its field of action, we shall be the more astonished that it 
has been suflScient to transform the world. Nor must it be thought 
that man knows by the light of nature how to use his hands for 
working: it has required centuries of apprenticeship, and much 
still remains to be learned.^ 

Immaterial products, or services (see above, p. 87), do not gener- 
ally involve manual labour, but they always involve bodily labour, 
that is to say, the work of other organs than the hand. For barristers, 
teachers, and actors this organ is the voice; for doctors, sailors, 
artists, and writers it is the eyesight; for the country postman it is 
the legs. But physical fatigue may be just as great in these cases 
as in manual labour. 

(2) The labour of invention is purely intellectual, but it is no less 
indispensable to production than manual labour, for every single 
thing utilized by man, and every single productive process must 
have been invented. It is owing to invention that the inheritance 
of mankind is extended every day by some new conquest. From 
the clay that makes the mud of our streets, industry produces that 
solid, light, and glittering metal that we call aluminium; and the 
worthless residue of coal is converted by industry into perfumes 
and into colours more splendid than Tyrian purple. Yet, even so, 
the list of things that we know how to utilize is short indeed, com- 
pared with the immense number of things of which we make no use. 
Out of the 140,000 known varieties of the vegetable kingdom, less 
than 300 are cultivated; and out of the hundreds of thousands of 
species in the animal kingdom there are barely 200 that we have 
learned to utilize.^ And even among the mammals, our nearest 
relations, there are hardly a score that we utilize, whether for food, 
for labour, or for company. In the inorganic world the proportion 
is no more favourable. But the catalogue of our riches grows longer 
every day, and there is every reason to believe that if our knowledge 

^ Accordmg to the American engineer, Taylor, man does not even yet know how to 
work. For the Taylor method, see my Political Economy* 

* De Candolle, Origine des plantes cultivies, p. 366 . 
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were perfect there woxiH not be a single blade ■■ of grass or grain of 
sand in the whole wide world for which we had not discovered some 
use. 

Nor is it only wealth that has to be discovered; it is also the way 
to transform and utilize it. That is to say, manual labour itself in 
all its forms — each movement of a weaver’s fingers or a black- 
smith’s arm — has had to be invented by the first craftsman. And 
it must not be thought that in this domain invention ever completely 
stops; it is involved in the humblest labour, preventing it from 
crystallizing into routine. Invention, in the economic sense of the 
word, is not the brain-wave of a man of genius,^ but simply the 
adapting of new means to any end whatever. According to Hob- 
son, the mechanical loom as it exists to-day is the accumulated 
result of 800 small and detailed inventions. 

It should be noted that every invention, once made, is privileged 
to serve for an indefinite number of productive acts — or rather, 
reproductive acts. It is just this that makes it so difficult for the 
legislator to protect the property rights of inventors. 

(3) Finally, every productive undertaking, whenever it is carried 
on collectively and not in isolation, requires the labour of organization 
and direction. This is itseK a very effective form of labour, the 
importance of which increases as industry in our modern societies 
becomes conducted on an increasingly large scale. It is one of the 
best known and most important characteristics of labour that its 
efficiency is increased by combination, in the sense that three workers 
working together can produce more than three times the produce 
of one. But this is by no means the same as saying that increasing 
the number of units in the group is sufficient to obtain a more than 
proportionally larger product. When we harness ten or twelve 
horses together, the resulting power is far from being superior, or 
even equal, to the sum of their individual forces. In every under- 
taking there is an optimum number of workers, relatively to the 
given conditions, neither more nor less. Collective labour, there- 
fore, can only be superior to individual labour in so far as it is or- 
ganized and commanded. Moreover, you will scarcely find anyone 
nowadays, even among manual workers, who thinks that this kind 
of labour — the labour of the industrial leader — is worth less than 
the labour of execution. 

^ If we think of Buff on’s statement that “genius is prolonged patience,” and re- 
member the lives of the great inventors, we shall be more inclined to recognize that 
invention is only one form of labour. 
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IIL THE EVOLUTION OF IDEAS CONCERNING THE 
PRODUCTIVENESS OF LABOUR 

The history of this term “productive” is an interesting one. 
Applied at first to one particular kind of labour, it has gradually 
been extended in its application, and is now bestowed indiscrimi- 
nately on all kinds. It is interesting also to follow the succession of 
economic doctrines on this subject. % 

(1) The physiocrats confined the term “productive” to agri- 
cultural labour (including hunting and fishing), and denied it to all 
other labour, even that of manufacturing. The reason given for 
this discrimination was not only that these agricultural industries 
supply the materials of all wealth — materials which other industries 
merely work up, which is quite true, — but especially that these 
industries are the only ones in which nature works in conjunction 
with man — that nature alone can create a “net product,” which 
is not true. 

(%) The definition of the physiocrats was unquestionably too 
narrow. The raw materials supplied to us by the agricultural and 
extractive industries are generally altogether unfit for our con- 
sumption, and have to undergo numerous modifications which con- 
stitute the precise task of the manufacturing industries. The latter 
are therefore the indispensable complement of the former, and with- 
out them the productive process is as incomplete as a play with 
the third act suppressed. Of what use is the ore at the mouth of 
the mine, unless it is to be taken on to the smelting-house first, 
and then to the forge Of what use is the wheat before it has passed 
through the hands of the miller and the baker? Without the labour 
of the w^eaver, flax would be as useless as the nettle. What right 
have we, then, to refuse these labours the title “productive,” since 
without them these kinds of wealth would be useless to us — would 
not even be wealth at all? 

As for the contention that extractive and agricultural industries 
create wealth, while manufacturing industry only transforms it, 
this also is a mistake. The farmer creates nothing, any more than 
the manufacturer. All that he too does is to transform the simple 
substances drawn from the soil and the air. He makes wheat out 
of water, potash, silica, phosphates, and nitrates, exactly as the 
soap-maker makes soap out of soda and fat. 

Ever since the time of Adam Smith, therefore, no economist has 
hesitated to extend the term “productive” to include the labour 
of manufacture. At the same time there is a certain portion of 
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tratli in the physiocratic doctrine, and this must be retained. This 
is the fact that agriculture occupies the front rank among the various 
kinds of labour, simply because food takes the first place among our 
various needs; agriculture cannot with impunity be sacrificed or 
neglected, as belligerent countries have learned from bitter experience. 

(3) With regard to the labour of transport there has been more 
hesitation, because transport seems to make no change in the object 
transported. Is not a package of goods the same at the arrival 
station as it was at the station of departure? In that fact, it was 
said, lay a characteristic difference between transport and manu- 
facture. 

This distinction is scarcely philosophical, for every displacement 
involves an essential modification of the thing displaced. Strictly 
speaking it is even the only modification that we can make in matter, 
as we have already seen (p. 87). Besides, if we consider that dis- 
placement is not a sufficiently essential modification to entitle it to 
be called productive, then we must refuse to call the extractive 
industries productive. For what difference is there between the 
work of the miner who transports coal or ore from the bottom of 
the shaft to the surface, and that of the carman who transports it 
from the mine to the factory — unless we contend that displacement 
is productive when it takes place vertically and not when it takes 
place horizontally? Is it necessary to observe, then, that just as 
manufacturing industry is the indispensable complement of agri- 
cultural and extractive industries, so the transport industry is the 
indispensable complement of these preceding ones? What would 
be the use of stripping off the bark of the cinchona or tapping the 
rubber trees in the forests of Brazil, of digging guano on the islands 
of Peru, of hunting for elephants’ tusks in South Africa, if there 
were no carriers and sailors to transport these products to the places 
where they could be utilized? Of what use to a landowner is the 
finest crop in the world, if he cannot transport it for want of roads? 

The late war, by cutting or hindering communications between the 
belligerents and the rest of the world, revealed the productive nature 
of transport in a terrible fashion, for the stoppage of transport was 
enough to bring great countries to the verge of famine. It was even 
possible to see populations suffering from the lack of certain kinds 
of wealth which yet existed in superabundance in their own countries, 
but which could not be transported owing either to the congestion 
or to the absence of railways. Notable examples of this were wheat 
in Russia, coal in Germany, and butter in Switzerland. 

(4) With regard to commerce, hesitation was still more prolonged. 
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There is no doubt that the productive character of commercial oper- 
ations can be justified by the simple fact that commerce is historically 
and logically inseparable from transport, and that the separation 
between them, as we shall see further on, came only at a late period. 
Even to-day merchants are still the real directors of transport: 
the carrying industries only execute their orders. Therefore, and 
since we have admitted that transport is an act of production, it 
seems that we must say the same of commerce. 

But commerce does more than transport goods. Its business is 
to store them, and this is to some extent transporting them in time, 
as it were. It often also makes them undergo certain transfoT’- 
maiions: this is the case with the baker, the pastry-cook, the tailor, 
and the druggist — so much so, indeed, that statisticians are doubt- 
ful whether to class these people as manufacturers or merchants. 
But even among merchants properly so called, the wine merchant 
decants and dilutes and mixes his wines, the grocer roasts his coffee, 
and so on. So if we wanted to separate the trading from the manu- 
facturing class we should not know where to draw the dividing 
line. 

But the problem becomes harder when we are faced by a purely 
commercial action, in the definite legal sense of buying in order to 
sell again — such as dealings on the Stock Exchange, for instance 
— and still more in the case of the transfer of property without any 
change of place, such as the sale of real estate. Here the operation 
has become completely dematerialized, and those who hold that 
wealth can only be material (see above, p. 38) ought logically there- 
fore to refuse to call such actions productive. But those who believe, 
as we do, that wealth consists of everything which meets our needs 
and gives us satisfaction, will not hesitate to call any operation an 
act of production if it makes the ownership of an object pass from 
the hands of one who can make no use of it, into the hands of 
one who both can and will. Why should it not be called productive, 
since the whole secret of production is the making useful of something 
useless? (See Book II, Chapter I.) 

(5) Finally, it is the labour that consists only in services rendered, 
such as the liberal professions, that has given rise to the keenest 
discussion. It may seem strange, for example, to apply the term 
“productive” to the labour of the teacher of the piano, or of the 
surgeon who amputates a leg. Where are their products? Where 
is the wealth that they have created? 

It is sufficient, however, to notice two things: (a) that if they do 
not create any material wealth they none the less create utilities. 
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in the form of services rendered; and that utility, not the material 
substance to which it may be attached, is the end and object of pro- 
duction; (5) that in the social organism, thanks to the law of div- 
ision of labour to be explained later, there is such mutual dependence 
among all the labours of men that they cannot be separated, and 
immaterial services are an indispensable condition of the production 
of all material wealth. 

Take, for example, the production of bread. No doubt we shall 
put in the front rank the manual labour of the ploughmen, sowers, 
reapers, carters, millers, and bakers. But it is obvious that the 
labour of the farmer or landowner, even if he never puts his hand 
to the plough, is no less useful in the production of wheat than that 
of the shepherd in the production of wool, even if he never shears a 
sheep himself. Nor can we ignore the labour of the engineer who 
plans the irrigation system, or the architect who puts up the farm 
buildings and barns. It would even be ungracious to forget the 
labour of the inventors, from some Triptolemus or other who in- 
vented the plough, down to his successors who discovered the dif- 
ferent kinds of cereals, or manures, or the rotation of crops, or the 
methods of intensive cultivation. 

Must we stop there.?* We might, undoubtedly; and it is here that 
many economists draw the line of demarcation between those kinds 
of labour which ought to be called productive because they add new 
utility to something, and the labour that consists solely in services 
rendered. But is the labour requisite for the production of wheat 
confined to agriculture? What about the labour of the policeman 
who keeps the thieves away, the lawyer who prosecutes them, the 
magistrate who sentences them, the soldier who protects the crops 
against hostile armies which are worse than thieves? Do not these 
also contribute to the production of wheat? And what is to be said 
of the labour of those who trained the farmer himself and his em- 
ployees — the instructor who taught them the first principles of 
agriculture or the means of acquiring them, and the doctor who 
keeps them fit? Is it a matter of indifference, then, even from the 
point of view of wheat production alone, that the workers should 
be well taught and healthy, that they should enjoy order and security 
and the benefits of good government and good laws? Should we 
set aside, as having no bearing on the production of wheat, even 
such alien labours as those of authors, poets, and artists? Perhaps 
the taste for farming might be usefully developed in a community 
by those novelists w’ho depict scenes of rural life, or the poets who 



94 


LABOUE 


celebrate the delights of field labour, and teach us to repeat, with 
the author of the Georgies: 

“0 fortunatos nimium sua si bona norint 
Agricolas!” 

Where, then, are we to stop? We see the circle of productive 
labour stretching away even to the utmost bounds of society, like 
the concentric rings that spread over the surface of the water from 
the central point that we have touched, and becoming lost in the 
distance. The various kinds of labour we have just considered do 
not certainly contribute in the same way to the production of wheat: 
some act directly, and others indirectly; but we can at all events 
a ffirm that none of them could be eliminated, from the labour of 
the ploughman up to that of the King, without causing the cul- 
tivation of wheat to suffer. 

It must not be inferred, however, that all the kinds of labour we 
have just passed in review are equally important in the economic 
world. They are all necessary, but each one in its proper place. 
A country that had as many barristers as ploughmen, for instance, 
would be on the way to ruin. 

The truth is that though every profession may be useful within 
the limits of the need that it satisfies, it becomes harmful beyond 
that limit, for then it degenerates into parasitism. What is wanted 
is a right 'proportion between the effective strength of each professional 
group and the importance of the need that it has to satisfy. Unfor- 
tunately this exact balance is far from being maintained in our 
civilized societies. Thus agricultural labour is becoming more and 
more neglected. That is a universal fact, and one that is as deplor- 
able as it is universal. It is not so deplorable from the point of 
view of productiveness — for manual labour in agriculture may be 
replaced to some extent by machinery — as from that of the physical 
and moral health of the population, and even from the standpoint 
of political stability. France is still better off in this respect than 
most other countries, but this is simply because industry is relatively 
less developed there than elsewhere. 

Again, when workers leave the land to enter factories there may 
be a gain in total production, apart from the drawbacks in other 
respects; but it is not the same when they leave agricultural labour 
to go in search of “a soft job” — and such is too frequently the 
case. We see the number of persons engaged in petty trade or in 
government employment increasing every day, and there is certainly 
some ground for the complaints that are made of the increase in 
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the number of these middlemen and officials, as well as the exorbitant 
tribute that is levied by both these classes on the product of the 
labour of the whole community. 

rV. HARDSHIP AS A CONSTITUENT ELEMENT 
OF LABOUR 

It is an indisputable fact that man will hardly ever work of his 
own accord, but only under the pressure of external causes, such as, 
in the case of children, punishments, prizes, and the instinct of 
emulation; and, for men, need, desire of gain, ambition, and pro- 
fessional distinction. Most men work with ardour only to hasten 
the time when they will be able to give up working. It must be 
concluded, therefore, that all productive labour involves a certain 
amount of hardship. This is a law of capital importance in political 
economy. If labour did not involve hardship, then, we may say, 
all economic phenomena would be different from what they are. 
neither slavery nor machinery, for instance, would ever have existed, 
since their only object is to dispense with a certain amount of labour. 

But why is labour painful.^ It is not easy to say, although every 
one feels that it is so. Labour, after all, is only a form of human 
activity, and activity is by no means painful in itself. To act is to 
live, and absolute inaction is such atrocious torture that when it is 
too prolonged, as in solitary imprisonment, it either kills the prisoner 
or drives him mad. 

Is it because labour always involves a certain amount of effort^ 
and man is naturally an idle animal? This is not a sufficient ex- 
planation, for nlany forms of exercise that are regarded as pleasures 

— such as mountain-climbing, rowing, cycling, motoring, flying, 
and all kinds of games — demand more intense effort than work 
does, and yet many men are passionately devoted to them. 

In games, however, the effort is voluntary and free: it seeks and 
finds satisfaction in itself alone; it is an end in itself. In work, 
on the other hand, the effort is imposed by the necessity of attaining 
a certain end, the satisfaction of some want. It is only the anfe- 
cedent condition of subsequent enjoymenty — a ‘"task,” as it is called, 

— and that is why it is painful. Between a boating man who rows 
for pleasure and a boatman who rows for his living, between an 
Alpine climber and the guide who accompanies him, between a 
girl who spends the night at a baU and a dancer who figures in a 
ballet, I can see only one difference: the first rows, climbs, or dances 
with the sole object of rowing, climbing, or dancing, while the others 
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do so to earn their living. But this difference is enough to cause 
the same forms of activity to be regarded by some as pleasures and 
by others as hardships. Thus Candide, Voltaire’s hero, enjoyed 
cultivating his garden; but he would have disliked it if he had had 
to grow vegetables and go to market with them. The tourist who 
walks along a road merely for the sake of the walk finds pleasure in 
it, but the postman who tramps it morning and evening for a special 
purpose, always finds it long and wearisome. Now for almost the 
whole of the human race, labour is only the path they are compelled 
to follow by the necessity of earning a living: they work to live, 
and not for pleasure. 

What proves that the painfulness of labour is due to its being 
compulsory, is that the hardship varies directly with the amount 
of constraint and inversely with the amount of freedom. It reached 
its maximum in the case of the Roman slave fastened to the hand- 
mill or chained to the bench of a galley; and it is still heavy for the 
wage-earner who has to earn his daily bread. It is felt at its lowest 
point by the peasant who tills his own land as a labour of love; 
by the chairman of a trust, directing a battle for thousands of mil- 
lions of dollars, like a general commanding an army corps; and by 
the artist who conceives an idea and embodies it in marble or on 
canvas. ^ 

From this point it is but a step to the conclusion that work might 
be completely freed from its painful character under a social system 
in which the pressure of hunger and misery was no longer felt. And 
the majority of socialists have taken that step. Attractive labour 
was to be the central feature of the society that Fourier proposed 
to organize. He declared that the painfulness of work is simply 
due to the faulty organization of our modern societies. ‘Tf Louis 
XVI,” said he, "‘could take delight in making locks, why could not 
all men likewise work for the pleasure of it?” j 

It must be admitted, indeed, that work will grow less and less 
painful as men become richer and more independent, because it 
will then more and more lose its character of a task imposed upon us 
by necessity, and become a free activity instead. Yet even if the 
law of labour should cease to be economically inevitable, it would 
remain a moral law, imposing upon us the duty of solidarity. Work, 
by its very definition, could only become a game when it ceased to 
he productive of wealth. 

At present, however, every man who works is under the influence 
of two opposing forces: on one side there is the desire to procure 
some kind of enjoyment, and, on the other side, the desire to avoid 


HARDSHIP AS AN ELEMENT OF LABOUR 


97 


the hardship that the labour inflicts upon him, Accordmg as either of 
these motives outweighs the other, he will continue his work or 
abandon it. 

As Jevons has ingeniously observed, the hardship endured by the 
worker goes on continually increasing as the work continues, whereas 
his expected satisfaction goes on continually diminishing as the most 
wgent of his needs begin to be met. Take the case of a worker 
drawing buckets of water from a well. His fatigue increases with 
each fresh bucket that he has to fill, while, on the other hand, the 
utility of each successive bucket diminishes (see p. 46). At which 
bucket will he stop? That depends to a certain extent on his power 
of resistance to fatigue, but chiefly on the scale of his wants. The 
Eskimo, who has no use for water except to quench his thirst, wnU 
stop at the first or second bucket; but the Dutchman, who feels the 
need of cleaning his house from top to bottom, will perhaps have to 
draw fifty buckets before he thinks he has enough. 

In the same way the soldier, who has to carry all his baggage on 
his back, is obliged, before putting any new object in his pack, to 
set up a psychological balance between the additional enjoyment 
this object will give him, and the additional hardship entailed upon 
him by the extra weight. It is evident that this hardship goes on 
increasing as his knapsack fills, while the additional utility goes 
on diminishing, so that ultimately he is bound to reach a last object, 
as it were — the a:th object — which will have to be abandoned, 
much to his regret, because it would cost more than it is ivoriL 

If the stimulus of future wants is added to the stimulus of actually 
existing ones^ — if, for instance, in a land where water is scarce, the 
worker plans to fill a tank in anticipation of a drought — then pro- 
ductive activity may be increased to a marvellous extent. But 
this faculty of weighing an immediate hardship against a distant 
satisfaction — the faculty of foresight — belongs only to civilized 
races, and even to the well-to-do classes among them. The savage 
and the poor are alike improvident, , 


CHAPTER III — CAPITAL 

I. WHAT IS CAPITAL? 



As we have already observed (p. 6£), it is not easy to see at first 
what this third agent of production is doing here, and why it has the 
honour of appearing in the same rank as the other two. Is it not 
an intruder? For if labour and nature seem quite distinct from the 
wealth that they produce, it is not the same with what is called 
capital, this being itself only the product of labour and nature. If 
capital in its turn has the power of giving birth to wealth, it can 
only do so with the aid of its parents. Is not this a kind of economic 
incest, or at least a confusion of terms? 

Yet it is really quite simple. For to say that capital is one of the 
necessary factors of production is merely to state the fact that no 
wealth can be 'produced without the help of other pre-existing wealth. 
And there we have an economic fact whose importance certainly 
cannot be exaggerated. Just as no fire can be lighted, at least in 
ordinary conditions, without a lighted match, torch, or tinder-box; 
just as no living being can be produced without the presence of a 
portion of pre-existing living matter — germ, cell, or protoplasm; 
so also no wealth can be produced, in normal economic conditions, 
without the presence of a portion of pre-existing wealth, which plays 
the part of a fuse. As a name must be given to this pre-existing 
wealth with such a characteristic function, we call it capital. 

Of all the innumerable writers who have told us tales of Robinson 
Crusoes, and have proposed to show us man by himself at grips 
with the necessities of existence, there is not a single one who has 
not been careful to provide his hero with a few implements or pro- 
visions saved from the wreck. They knew quite weE that without 
this precaution they would have had to end their story at the second 
page, for the existence of their hero could not be prolonged farther 
than that. Yet had not all these Crusoes their own labour and the 
treasures of a fertEe, though virgin, nature from which to obtain 
a living? Yes; but something still was lacking, and as they could 
not do without it, the author had to manage somehow or other to 
procure it for them. This indispensable “something” was capital. 

But there is no need to go in search of a Robinson Crusoe to be- 
come convinced of the utility of capital In the midst of our civilized 
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societies the situation is no diSerent. There is no harder problem 
to solve, in the actual world we live in, than how to acquire some- 
thing when we possess nothing. Take the case of a labourer, a 
man without means: what can he do to produce the necessaries of 
existence — to earn his living, as we call it? A very little reflection 
will show us that there is no kind of producti%^e industry that he 
can undertake — not even that of a poacher, for he would need a 
gun or at any rate a snaring wire; nor even that of a rag-collector, 
for in that case he would need a basket and a hook.^ He w'ould be 
as wretched, as helpless, and as sure to die of starvation as a Robin- 
son Crusoe who had saved nothing from the wreck, were he not 
enabled, by the wage-system, to enter the service of a capitalist 
who would provide him, on certain conditions, with the raw material 
and the implements necessary for production. 

Animals, no doubt, have to be content with what nature and their 
own labour give them for the satisfaction of their wants, and primitive 
man was necessarily in the same case. It is evident enough that 
the first capital of the human race must have been formed without 
the aid of any other capital, just as — to go back to our former 
analogy — the first fire must have been lighted without a previous 
fire, and the first living cell must have sprung from the inanimate 
world in conditions which will certainly never be reproduced. In 
the same way, therefore, it must once have happened on the earth 
that man, more destitute than Crusoe on his island, solved the 
difficult problem of producing the first wealth without the aid of 
any pre-existing wealth. It must have been with the help of his 
hands alone that man put in motion the mighty wheel of human 
industry. 

But, when this wheel was once started, the hardest step was over, 
and the slightest push was enough to give it a constantly increasing 
speed. The first stone picked up at his feet, the flint from which 
man’s ape-like ancestors struck fire, served at the beginning as an 
assistant in the creation of other assistants in rather more favourable 
conditions, and these in their turn helped to create yet others. The 
power of production increases in a geometric ratio, in proportion 
to the quantity of wealth already acquired. But it is weE known 
that though a geometric series increases after a certain point with 

1 Intellectual production is no exception to this rule. The professions of the lawyer, 
doctor, civil servant, etc., presuppose the existence and utilization of a certain amount 
of previous wealth, not only in the form of instruments of labour, like libraries, labo- 
ratories, medical instruments, carriages, and suitable clothes, but especially in the 
shape of money advanced during the years of study and preparation. 
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enormous rapidity, the increase at the beginning is slow. So our 
modern societies, living on the accumulated wealth of a thousand 
generations, make light of the task of multiplying wealth in all its 
forms; but they should not forget how slow and perilous it must 
have been, at the beginning, to accumulate the first wealth, and how 
many centuries must have passed over the earliest human societies, 
during the dark ages of cut flints and polished flints, before the 
first capital was formed. Many must assuredly have died of poverty 
during this terrible period. It has been given only to a small and 
select number of races to pass safely through it, and to rise to the 
rank of really capitalist societies: ad augmta per angiista. 

But let us define more precisely the nature of the service rendered 
by capital. It is a twofold one. The first service is of a technical 
description: capital appears here as an instrument, in the widest 
sense of the word, from the flint tool to the most complicated of 
machines or such works as the Suez Canal and, in the future, the 
Channel Tunnel. It is wealth that has no direct utility — it can 
satisfy none of man’s wants — but it serves to produce other wealth 
which is destined for consumption. It is an intermediate wealth, 
as Boehm-Bawerk, the Austrian economist, neatly puts it. How 
this instrument is employed makes up the science of technology, 
which is outside our province here. 

The other service rendered by capital is of an economic order. 
Capital takes the shape of an advance, enabling us to await the 
outcome of a productive operation. This advance may consist of 
actual supplies of food, or, as is more usual in the modern world, of 
money, or even of credit instruments. Every productive operation 
takes time, and waiting is a hardship, just as effort is. Even nature 
takes time to ripen fruit and to mature the wine in the bottles; and 
it is the same with man’s labour. 

As a general rule, the more productive an operation is, the longer 
is this period of waiting. When man lives from hand to mouth, the 
labour of making a living — by hunting, fishing, or picking wild 
fruits — only occupies a few hours. But in the case of agricultural 
labour and industrial enterprises the interval between the first 
tilling of the ground and the harvest, or between the setting up of 
the looms and the sale of the completed fabric, may run to years. 
The time taken by all labour is longer than it seems, because we 
forget that we must add the time taken in producing the implements 
made on purpose for a particular piece of work. And it is just there 
that the delays are longest. Thirty-five years elapsed between the 
day when de Lesseps drove the first pick-axe into the site of the 
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Panama Canal and the day when the first ship' passed through it. 

The conception of capital is closely bound up, therefore, with 
that of duration of time; and this is so not only in the sphere of 
production but also in that of distribution, for we speak of interest 
as “the price of time.” 

The question, What is capital? seems to give rise to the further 
question, What is income? But income is sufficiently defined by 
the definition we have already given of capital: all that is not cap- 
ital, in fact, is income — every product, that is to say, which is 
intended to procure for us an immediate satisfaction. The cow and 
its milk, the loom and the cloth, the share certificate and the coupons 
to be detached from it, are illustrations of capital and income re- 
spectively. 

Income, therefore is a stream that flows unceasingly, like the water 
issuing from a spring. The flow is generally measured for the period 
of a year, so that we speak of an annual income; but it is really a 
continuous stream. 

By living in society, however, we have lost the habit of regarding 
income as consisting of concrete, consumable objects or products 
in kind. It appears to us only in the shape of money, that is to say, 
the means of buying these objects of consumption. When we say 
that a person has an income of £500 a year, we mean that he has the 
power of buying and consuming goods annually up to the value 
expressed by that figure. It is the value of the income that measures 
the value of capital: it must be so, since capital has no other utility 
than that of its produce. All value that is described as capital — 
rent, shares, or even land — is merely the value of the net income 
capitalized, or multiplied by a certain figure called the rate of in- 
come — a figure that varies according to laws which we shall have 
to study. • 

Income may be turned into capital whenever it is invested, or 
employed in a productive operation, instead of being consumed. 
Fortunately, that is what happens to a large part of income in all 
progressive countries. Can capital, conversely, be turned into 
income? Not if it is instrumental capital, as in the examples men- 
tioned above; but if it takes the form of provisions or money it 
can be turned into income — do we not speak of living on our capi- 
tal?^ But this consumption will not last long, for it will stop as 
soon as the capital is consumed. 

^ Capital can be consumed indirectly, or realizedt as it is called, even if it takes the 
form of implements, factories, mines, or flocks, by selling it or mortgaging it — ex- 
changing it for money capital, and spending the latter. But this means finding a 
buyer or lender willing to make the exchange, and that is why, in a time of crisis like 
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Finally, the notion of income extends mxicli farther than that of 
capital, for land and labour also produce income. We shall have to 
deal with these when we come to the subject of distribution. 

II WEALTH WHICH IS CAPITAL AND WEALTH 
WHICH IS NOT CAPITAL 

In taking an inventory of a private fortune, as in a case of inheri- 
tance, for instance, we distinguish three classes of goods: 

(1) Immovable goods, like land and houses; 

(2) Capital, called also transferable securities, such as stocks and 
shares, claims on companies or the State or individuals, etc.; 

(3) Movable goods, used in our everyday life: furniture, clothing, 
books, ornaments, plate, wines, everything that figures in our fire 
insurance policies, and also money. 

These three classes correspond, in fact, to differences marked out 
by the nature of things. In the first two classes are the goods that 
produce income, and the third includes this income itself in the con- 
crete shape of goods intended to procure us enjoyment, called con- 
sumption goods. 

Some kinds of goods, however, are difficult to classify: houses, 
for instance. In the eyes of a lawyer, a house is immovable or real 
property, like land; but to the economist it is only a product. It 
matters little that it is fixed in the earth — so are railway lines. 
Where, then, are we to put houses? In the second class, as capital, 
or in the third, along with objects of consumption? In our opinion 
they should go in this third class, at any rate if they are dwelling- 
houses, for evidently factories, farms, and shops should be classed 
with capital. But if the house has no other purpose than to give 
us lodging, to shelter us from cold and rain like a cloak or an um- 
brella or a bed, and even in so far as it provides us with the comfort 
of a home, and the moral and material enjoyments covered by that 
term, then it satisfies our immediate wants. A house is the box 
in which we keep everything that meets our daily needs. The fact 
that it lasts a long time signifies nothing, for it lasts no longer, and 
perhaps even not so long, as many of the things it contains, such as 
plate, bronzes, money, and even some kinds of furniture.^ 

the late war, a country can only make money out of its capital if it can find buyers 
or lenders abroad. 

^ I ought to state, however, that this distinction is keenly disputed. Many econo- 
mists think that a house is always capital, even when it is only used as a dwelling, 
because it always produces an income in the shape of shelter, comfort, and services 
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There are many other kinds of goods besides houses whose proper 
classification is a matter of discussion. The lines of demarcation 
between the three categories are not very clearly defined. 

First there is the distinction between land and capital. Land is 
undoubtedly not a product but the mother of all wealth, whereas 
capital is only a product of labour and of land itself. But when 
we look at land as it has been made by the labour of a thousand 
generations — land cleared, cultivated, manured, irrigated, and 
drained — land which has become garden mould, as much altered 
by man’s hand as the potter’s clay — in this condition must we not 
describe land as capital.^ 

No! All we must say is that it has absorbed an enormous quan- 
tity of capital. But this capital, through being invested in the earth 
and digested by it, as it were, has lost the character of capital and 
obeys henceforth the same laws as land — the law of diminishing 
return, for instance. The term capital should be restricted simply 
to the buildings erected on the soil and the implements they con- 
tain, together with the live stock.^ 

Here is another difficulty. Between consumption goods, intended 
for the immediate satisfaction of our wants, and capital, serving 
only to produce consumption goods, the distinction seems clear 
enough; yet in reality it is not so. It must be observed, in fact, 
that many things possess compound properties, and serve a double 
purpose, so that they sit astride the boundary line, as it were, and 
can be placed in the first or second category according to which of 
these properties is utilized. An egg is at the same time a seed and 
a food. It is capital, then, if we utilize its germinative properties 
by hatching it, but it is an object of consumption if we utilize its 
edible properties by cooking it for breakfast. Coal is capital when 
used to drive a locomotive, and an object of consumption when 
used to warm one’s feet. A motor-car may be indispensable to a 

rendered. But, at that rate, the armchair I sit in must also be capital producing in- 
come, since it, too, renders me a service. Some economists, indeed, would go even 
as far as that. 

^ If nature must not be confounded with capital, the same can be said of labour, 
which is evidently a primary factor, distinct from its produce. Yet labour, like land, 
may also be improved by previous labour: that is just what education does. Several 
economists therefore call acquired knowledge capital — such knowledge, for instance, 
as is authenticated in the liberal professions or the public service by diplomas. But 
here, too, we must insist on the distinction between labour and capital. It is true that 
this knowledge may be a source of income, but this income will none the less be the 
fruit of labour. The knowledge, to be sure, can only have been acquired, and the 
diplomas obtained, with the help of a certain amount of money capital, but that is 
another question. 
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doctor, in whicli case it is capital, but it may - also be used merely 
for joy-riding. 

But bere is quite another diiOBculty! There are no goods what- 
ever, even those which by their very nature can serve only for per- 
sonal consumption and gratification, which cannot be sold, lent, or 
let on hire, and thereby bring in an income or profit to their owner. 
Now the, fact of bringing in an income has become nowadays the 
characteristic mark of capital. It must therefore be recognized 
that there is not a single kind of goods which cannot become capital 
if the owner, instead of using it to satisfy his own personal needs, 
turns it into an instrument of profit. Not only can a motor-car, a 
sea-side villa, or a fancy-dress costume be let on hire, and thereby 
become capital, but anything we eat or drink, any article of adorn- 
ment or amusement, may become what is called stock in trade,” 
which is just capital. 

In short, we find aU consumption goods pouring in a crowd into 
the category of capital, by way of sale or hire, and our classification 
vanishes into thin air! 

We must retain it, however; but we must introduce a new and 
essential distinction — between productive capital and lucrative cap- 
ital. Productive capital is that which by its nature can serve only 
for the production of new wealth, and is made simply for that purpose. 
Of this character are all implements, machines, and engineering plant. 
Lucrative capital is wealth which by its nature can serve only for 
consumption, but which can bring in an income by being sold, lent, 
or let on hire by its owner, like the examples mentioned above. 
This kind of capital produces nothing, therefore, from the social 
point of view, for it makes no addition whatever to the total 
amount of wealth in existence, but from the individual point of view 
it produces a great deal, for it may yield enormous profits. 

It should be noticed that what is called capital in everyday speech, 
in opposition to immovable property, — namely, all the transfer- 
able securities represented by government stock, bonds or shares, 
mortgage deeds, and so forth — is generally only lucrative capital, 
in the sense that it brings in no other income than that which is 
drawn from the purse of the debtor or the tax-payer. 

There are some distinctions to be drawn, however. A government 
stock certificate generally represents only a consumption loan, most 
often for war expenses or other government needs — except in rare 
cases where the State has borrowed money to execute public works 
or create a national industry. Consequently the income it provides 
is not the price of a product or an economic service, but a claim upon 
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tte income of the debtor — in this particular case, upon the incomes, 
of the tax'-payers. ; 

It is the same with bonds or debentures, such as those issued by 
towns, railways, loan societies, etc., which are merely notes of hand 
or mortgages. 

But with shares it is not the same. These always represent a 
loan made to some industrial organization with a view to a productive 
undertaking, and the dividends they carry are paid out of the prod- 
uce of this undertaking. Mining or railway shares are only doc- 
uments representing concrete capital in the shape of mine-shafts, 
galleries, coal-buckets, rails, locomotives, and so on. Only care must 
be taken in drawing up an inventory of a country’s wealth, not to 
count these things as capital twice over — once as actual, concrete 
capital, and once more as a share certificate which merely repre- 
sents it: one is the real capital, the other only its shadow. 

What are we to say about money, whether in coin or notes? Are 
we to regard it as capital or consumption goods? And, if we call it 
capital, will it be productive capital or lucrative capital? The 
question does not admit of any precise answer, because money is 
anything you like: that is precisely its characteristic — to serve 
for all purposes. It can procure us immediate gratification when 
it is in our purse; or serve for production w^hen it is paid out to 
workmen in the shape of wages; or provide for our future wants 
when it is stored up in a cash-box in the form of savings. More- 
over, if the coins are worn as a necklace, as sequins are worn by 
eastern women, then money becomes simply an ornament. It is 
the destination of money, therefore, which alone determines its 
classification. If, however, we look not to individuals but to society, 
we shall see that we must class money with productive capital, as 
a necessary instrument and vehicle of exchange, along with waggons, 
weights and measures, and so forth. 

III. THE MEANING OF PRODUCTIVENESS OF CAPITAL 

The part played by capital in production gives rise to unfortunate 
misconceptions. When we say that all capital yields an income we 
imagine that it yields it in the same way that a tree brings forth 
fruit or a hen lays eggs. We regard income, therefore, as a product 
formed exclusively by capital and issuing from it, and we are led to 
think that capital which does not yield any income is afflicted by 
some congenital disease.^ 

1 Interest was called ro/cos in Greek, meaning "the bringing forth of children/’ 
and the same word appears in the legal term for compound interest: "anatocism,” 
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What helps to propagate this false idea is the fact that most forms 
of capital take the shape of stocks, bonds, or share certificates, 
from which, according to the time-honoured formula, we detach 
the coupons which represent the income. For six months or a year, 
according to the nature of the document, the coupon goes on growing; 
when the appointed day arrives, it is ripe; it can then be plucked, 
and we actually tear it off or cut it off, just as we remove a fruit 
from the branch. 

But the resemblance goes further than that. Just as when the 
fruit or the seed is gathered we can sow it again and grow a fresh 
plant that will yield more fruit, or just as when the egg is laid we can 
hatch it out and make it produce a chick that will give us more 
eggs — so also, by investing this coupon, we can create fresh capital 
that will yield us new interest coupons. Thus we can see capital 
increasing and multiplying in accordance with the same laws as those 
that control the multiplication of the animal and vegetable species. 
But the law of compound interest, as it is called, is even more mar- 
vellous than the multiplication of herrings or microbes. For a single 
halfpenny, invested at compound interest on the first day of the 
Christian era, would have yielded by now a value equal to that of 
some thousands of millions of globes of solid gold as large as the 
earth. That is an arithmetical calculation which has become famous. 

Now we must wipe out the whole of this fanciful picture which 
has so strongly aroused — and not without reason — the wrath of 
the socialists. This mysterious kind of productive and generative 
power attributed to capital as part of its nature, is a pure chimera. 
Notwithstanding the popular saying, money produces no offspring, 
nor capital either. Not only has a bag of coins never produced a 
single new coin, as Aristotle remarked long ago, but a bale of wool 
has never produced a single fresh tuft, nor has a plough ever brought 
forth little ploughs. And though it is true — as Bentham said, 
thinking'to refute Aristotle — that a flock of ewes will produce sheep, 
that is assuredly not because the flock is capital, but simply because 
it consists of animals, and nature has endowed living beings with 
the power of producing individuals like themselves. Capital, in 
the form of raw materials, implements, or provisions, is absolutely 
inert until it is animated or fertilized by labour. 

It is true that labour also, as we have already seen (p. 62), is 
sterile under existing economic conditions without the aid of capital. 
We might be tempted to conclude, therefore, that they are both 
equally fertile apart, and become creative as soon as they are com- 
bined, so that their respective shares in production are as indistin- 


THE PRODUCTIVENESS OP CAPITAL 


107 


guisliable as those of the sexes in the production of oSspring. But 
they must not be put on the same footing, for capital, as we have 
seen (p. is itself only the product of labour. To say that 
labour is barren without the aid of capital, simply means that ptesetii 
labour can only produce with the collaboration of past labour. A 
plough and its team of horses, in the hands of a ploughman, enables 
him to produce much more corn than the labour of his hands alone. 
And it is this extra amount of corn that constitutes the so-called 
income of capital. None the less, it does not come from the plough, 
but from the man aided by the plough. The plough itself, too, comes 
from the labour of a man present or past- Those who see nothing 
in a plough but capital, may be reminded of the charming notion of 
M. Alfred Fouill4e, that the inventor of the plough labours unseen 
by the ploughman’s side. 

Yet there are many people who do nothing, and live on the produce 
of their capital. We say that they have independent means. How, 
then, is this to be explained, if capital is not productive by itself.^ 
Quite simply. If the person of independent means, — the rerdier, as 
he is called — does not live on the produce of his labour, since by 
hypothesis he does not work at all, it is because he lives on the 
produce of the labour of somebody else — somebody who makes use 
of his capital. For he has invested his capital, which means that he 
has lent it to others who utilize it. Whenever, therefore, he re- 
ceives a coupon it must be inferred that somewhere, near by or at a 
distance, there are men unseen, who work with this borrowed capital, 
and whose labour has produced the interest, profits, or dividends re- 
ceived by the rentier. The interest coupons on mining shares stand 
for the value of the tons of coal extracted by the labour of the miners, 
and those on railway shares represent the result of the labour of the 
engine-drivers, railwaymen, station-masters, and pointsmen who 
have co-operated in the transport industry. This is what is some- 
times called ‘'making one’s capital work”; and Eodbertus observes 
that the true view of the position has been so far upset that we 
commonly speak of the capitalists as “giving work” to the workers 
and enabling them to live, whereas in reality it is the workers who 
give capital its income, and enable the independent capitalist to 
live. 

It is the same even when the capital in the hands of the borrower 
has been dissipated or consumed unproductively. In that case the 
interest received by the lender is no longer the produce of the labour 
of the borrower, but always that of someone else who must be sought 
for farther off. For instance, the coupons of government stock do 
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not generally represent wealth produced by the labour or industry 
of the State, for the State is in the habit of spending unproductively 
the greater part of the capital lent to it. They represent, instead, the 
produce of the labour of all the inhabitants of the country, which 
has been poured every year into the treasury in the shape of taxes, 
and passes thence into the hands of the stock-holders. So too when 
a young spendthrift borrows money to squander, the interest that 
he pays to the money-lender certainly does not represent the produce 
of his own labour, but perhaps that of his tenants, or, if the loan has 
to be repaid out of his future inheritance, the produce of his father’s 
labour. And long after the spendthrift has squandered the bor- 
rowed capital, or after it has vanished in smoke on the battle-field, 
it will remain just the same, as a form of lucrative capital, that is 
to say, as a credit instrument in the hands of the money-lender or 
the government stock-holder. 

It must be concluded, then, that the so-called product of capital 
is never anything but the product of labour, sometimes of the labour 
of its owner, but very often, in our societies, the product of another 
man’s labour. It does not necessarily follow that payments made 
for the use of capital always involve parasitism, as socialists too 
hastily declare. The charge is often true, but the fact of living on 
another man’s labour does not in itself by any means imply exploi- 
tation, for we are each of us called upon, under a social order based 
upon division of labour and exchange, to live on other people’s 
labour. It is a case of mutual dependence or reciprocity. It only 
degenerates into exploitation if the service rendered, or the loan 
received, does not admit of reciprocity. We must know, therefore, 
whether the capital lent to the borrower by the capitalist rentier 
has procured for the former the advantage of making his labour 
more productive — an advantage balanced by the interest he pays 
— or whether this service could not have been rendered to him by 
other means. But this question must be left for the chapters on 
Interest and Profit. 

IV. FIXED CAPITAL AND CIRCULATING 
CAPITAL 

Capital is not eternal. As a rule it is not even very long-lived, 
because it gets destroyed by the very act of production, whether this 
act be instantaneous or constantly repeated.^ But according as its 

^ John Stuart Mill explained the often-noticed but mysterious fact of the rapidity 
with which countries recover from the ravages of war or some great disaster, by ref- 
erence to this law of the continual renewing of capital. ‘‘The growth of capital,” 
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life is longer or shorter, it can serve for a larger or smaller number of 
acts of production. ■ 

But capital acquires unlimited durability when, instead of remain- 
ing in its natural, concrete shape, it changes to the abstract form of 
nalue, for then it becomes constantly renewed by repayment or 
redemption. Such is the case, for example, with capital lent to a 
borrower who has to pay interest for ever, as when a loan is made to 
the State as a perpetual annuity^ or when the money lent has to be 
returned at a fixed date, thus allowing it to be lent afresh, and so 
on indefinitely. Again, it may take the form of value put into in- 
dustry or commerce by its owner, so as to bring in not only an income 
but also an increased value suifficient to replace it in case of loss. 
Hence arise those mythological comparisons so often applied to 
capital, such as the metamorphoses of Proteus, or the phoenix rising 
reborn from its ashes. 

The name circulating capital is given to capital which can only be 
used once because it disappears in the very act of production — 
for instance, the corn that is sown, the manure that is dug into the 
soil, the coal that is burned, the cotton that is spun; Bui. fixed capital 
is the name given to that which can be used for several acts of pro- 
duction, ranging from the most perishable implements, like a needle 
or a sack, up to the most durable, such as tunnels or canals, although 
these latter themselves can only remain in existence if they are main- 
tained, or continually being remade.^ 

There is a great advantage to production in employing very durable 
capital. However great, in fact, may be the labour required to 
set it up, and however slight may be the labour expected to be saved 
each year by its assistance, sooner or later a time must necessarily 
come when the labour saved is equal to the labour expended. When 

he says, similar to the growth of population. Every individual who is born, 
dies .... An enemy lays waste a country by fire and sword, and destroys or car- 
ries away nearly all the moveable wealth existing in it: all the inhabitants are ruined, 
and yet in a few years after, everything is much as it was before .... There is 
nothing at all wonderful in the matter. What the enemy have destroyed, would 
have been destroyed in a little time by the inhabitants themselves.” (Principles of 
Political Economy, Bk. I, Chap. V, §§ 6, 7.) 

The recent war will give the economists of to-day a splendid opportunity of seeing 
whether MilFs law is true. 

^ Some economists, however, adopt a different criterion to distinguish fixed from 
ckculating capital: the former is that which cannot be separated from productive 
enterprise, and the latter is that which only yields a profit by being exchanged. These 
two classifications do not coincide at all: thus, coal burnt in an engine would be fixed 
capital according to this definition, whereas it is circulating capital according to the 
definition in the text. 
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that moment has arrived, the capital will be redeemed, which means 
that henceforth the labour saved will constitute a net gain to society. 
From that point, for as long as the capital lasts, the services it renders 
wiU be rendered for nothing. So the progress of civilization tends 
constantly to replace short-lived capital by that which is more 
durable. 

The earhest groupings of population took place on the heights, 
as we see even to-day in the villages of the Kabylie district of Algeria. 
It was the women who supplied the need for water by fetching it in 
pitchers from the spring and climbing back to the village. I saw 
this myself in my childhood in the little town where I was born; 
and it is no light task if you multiply it by the number of water- 
carriers and the number of journeys they have to make. Where is 
the capital in this case? It is the pitcher, and it is fixed capital 
just the same, even though it often gets broken. 

But now someone sets up a pump to raise the water from the 
spring to the village, or, better still, if circumstances permit, they 
build an aqueduct by which the water will flow of itself according 
to the gradient. The building of the aqueduct will represent per- 
haps a million or ten million times the labour employed in making 
and renewing the pitchers, but for a thousand years or more it will 
eliminate all the labour used in bringing up water. The saving will 
be incalculable.^ 

At the same time there are two points that must not be forgotten : 

(1) The formation of fixed capital requires an immediate sacrifice 
in the shape of a large amount of labour or expense, whereas the 
remuneration that is expected to result from it, in the shape of labour 
abolished or expense saved, is postponed — and, as a rule, the more 
lasting the capital the longer is this remuneration delayed. If the 
construction of a ship canal, like the Panama Canal, for instance, is 
to cost a hundred million pounds, which is not to be repaid for 99 
years, we must then weigh the immediate sacrifice of a hundred 
millions against a remuneration for which we must wait a century. 
Now such a balancing of alternatives requires a high degree of fore- 
sight and boldness, and a resolute faith in the future — qualities 
which are only to be found in combination in highly civilized com- 
munities. That is why fixed capital is rarely employed by peoples 

^ In 1913 the city of Los Angeles, in California, started building an aqueduct 
£58 miles long. It has taken nine years to build, and has cost £5,000,000. But it 
supplies some 3,500 million cubic feet of water per day. Reckoning interest and 
depreciation at £300,000, the price of a cubic foot of water works out at something 
like of a farthing, plus the cost of maintenance. 
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whose social condition is backward, and whose political organization 
is lacking in stability. All the wealth of such peoples takes the form 
of articles of consumption or circulating capital. Consider India 
or Persia, for instance, where you still find all the treasures of the 
Arabian Nights, but no railways, roads, mines, or machines, 

(2) Finally, it must be pointed out, to the disadvantage of fixed 
capital, that if its durability is too great it runs the risk of becoming 
useless. Consequently, great prudence is required in looking ahead, 
as we have just said. The material durability of capital, in fact, is 
not everything: what really matters is its continued utility. xAnd 
though we can count on the first, up to a certain point, we can never 
absolutely count on the second. Utility, as we knoiv, is unstable; 
and what seems the most firmly established may vanish after a cer- 
tain time. We cannot imagine that the utility of water and of the 
aqueduct that conveys it can ever disappear; yet the great aqueduct 
called the Pont du Card, built by the Romans for the town of Nimes, 
is nothing now but a magnificent and useless ruin. This is because 
the water of the Rh6ne has been brought to Nimes. When we drive 
a tunnel or dig a canal we have no guarantee that traflSic will not 
take some other route after a century or two. Now if the capital 
sunk in the tunnel is not redeemed by the time this change takes 
place, a great deal of labour will have been expended uselessly. 
It is prudent, therefore, in view of our uncertainty about the future, 
not to build for eternity. From this point of view the use of too 
lasting a form of capital may be a dangerous operation. 

This reservation holds good even of lucrative capital. Neither 
an individual nor a bank will ever agree to advance capital which 
cannot be redeemed or repaid in less than two hundred years. Why 
is this? Because results that can only appear after such a long time 
do not come within the range of human foresight. In fact, it might 
be laid down as a rule that any employment of capital which does 
not look like paying for itself in the course of three generations, 
should in practice be avoided. 

V. HOW CAPITAL IS FORhlED 

Popular wisdom and the majority of economists also would say 
that capital is formed by saving. But what does this mean? For 
we know, and have repeated many times, that all capital is a product, 
and, like all products, can only be formed by the two primary agents 
of production, labour and nature. We need but glance at all im- 
a^nable kinds of capital — tools, machines, works of art, materials 
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of every kind — to see that they can have had no other origin than 
this. 

But what, then, is this new character appearing on the scene? 
Is sewing a third primary agent of production that we have forgotten? 
Some economists, and notably the English economist Senior, have 
declared that it is. He called saving abstinence, so as to give it a 
more deiSnite personahty (and also in order to get special terms for 
it when the time for distribution should come). Moreover, in 
enumerating the three primary agents of production he, quite logic- 
ally, replaced capital by its cause, and said that the three agents 
were nature, labour, and abstinence. And the same classification 
ought to be adopted by all who still hold that capital is the fruit of 
saving. 

But this would be unreasonable. It is inconceivable how anything 
whatever could be produced by a purely negative act; whether we 
call it abstinence or saving, in either case it is simply an abstention. 
It is all very well for Montaigne to say that he “knows no action more 
active and brave than this inaction that may be true from a moral 
point of view, but it does not explain how this inaction can create 
even a pin. Production is a positive act, not a negative one. 

What is meant, then, by the statement that capital is created by 
saving? Simply this: that if wealth were consumed as soon as it 
was formed, capital would never exist. It is obvious, indeed, that 
if the poultry farmer left no eggs in the nest to be hatched, there would 
never be any chickens. Nevertheless, if a child asked you where 
chickens come from, and you told him that the only way to get 
chickens was to abstain from eating eggs, he would be right in re- 
garding this answer as a piece of good advice, to be sure, but as a 
foolish explanation. 

Now the reasoning which makes saving the original cause of the 
formation of capital is analogous to that. It amounts to saying that 
non-destruction is one of the causes of production. Let us say simply 
that saving is a condition of the formation of capital, in the sense 
that if the wealth produced is consumed from day to day to satisfy 
our immediate needs, then evidently there will be none left available 
for making advances and for obtaining time for making implements, 
for instance. Let us say that if man, like the ant and other animals, 
had not the power of foreseeing his future wants, all wealth would 
certainly be consumed or wasted from day to day, as it is among 
certain savage tribes. Consequently, capital would never have 
been formed, and civilization itself, the child of leisure, would never 
have been born. Let us go still further, and say that foresight, 
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sobriety, and other moral virtues are indispensable conditions, if 
not of the original formation of capital, yet at any rate of its preserva- 
tion — nothing more so. But the economists who make saving the 
efficient cause of capital, do so, unconsciously or consciously, from 
the desire to justify the payment of interest on capital as the re- 
muneration for this act of abstinence. 

In short, the birth of capital always presupposes an excess of 
wealth produced over wealth consumed, but this excess may be 
obtained in two ways : production may exceed wants, or consumption 
may be restricted and brought below the level of wants. The term 
“saving,” and especially the term “abstinence,” do not apply at all 
to the first of these two cases, which is fortunately by far the more 
common; historically, it is in that way alone that capital has been 
formed. 

Can we mention a single instance of wealth created by abstinence.^ 
The first flint axe belonging to quaternary man was cut by extra 
labour, as the result of a lucky day’s hunting that brought him a 
larger supply of food than usual and thus gave him a day’s freedom 
to create this first bit of capital. Is it to be supposed that, in order 
to pass from the hunting stage to the agricultural stage, races of 
people must have first saved a whole year’s supply of provisions? 
Nothing is less probable. They simply domesticated their cattle, 
which became their first capital and gave them the leisure necessary 
for undertaking longer forms of labour, as well as giving them se- 
curity for the morrow- But, as Bagehot very pertinently enquires, 
how does a herd of cattle represent any saving whatever? Has 
its possession entailed any privations on the part of the owner? 
Quite the reverse, for thanks to the milk and meat he has been better 
fed, and thanks to the wool and leather he has been better clothed. 

And to-day, as in the days of the pastoral peoples, great under- 
takings are carried out not with past wealth but with present wealth. 

But, it may be asked, even admitting that capital in the form of 
implements is only the product of labour, must not capital in the 
form of stock at least be regarded as the result of saving? No; 
this inference does not seem' to us necessary if we admit, what we 
have tried to prove, that the provision of a stock results not from 
privation but from an excess of production — a lucky day’s hunting, 
or a superabundant crop. 

What suggested and gained credit for the idea of saving as the 
mother of capital, was the use of money as almost the sole form of 
wealth. In fact, if we go back to the origin of all money-capital 
we shall see a certain number of coins set aside — shut up in a safe 
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or a money-box, or taken to the savings-bank. So we have got 
into tbe habit of looking at capital only in the shape of an invest- 
ment, for we certainly only invest what is surplus to our needs, and 
consequently every loan or investment presupposes an excess of 
income over expenditure — and therefore a saving. And the con- 
clusion lias been drawn that all true capital, production capital, 
must have had the same origin. But that is where the mistake lies. 

We have no intention, to be sure, of questioning the importance 
of saving. But though saving plays a considerable part in consump- 
tion, under which head we shall meet with it again, it must not be 
placed among the factors of production. Everything must be put 
in its right place. Saving only affects production when it leads to 
investment, that is to say, when the money saved is returned to 
production to be consumed there in the shape of capital. 


PART II 

THE ORGANIZATION OF PRODUCTION 


CHAPTER I — HOW PRODUCTION IS 
REGULATED 

I. BUSINESS MANAGEMENT AND COST 
OF PRODUCTION 

We have just studied separately each of the factors or agents 
of production. But we have also seen that they can do nothing 
separately. If they are to act, then, they must be brought together 
into one man’s hands, or at least under the same management. 
How is this conjunction brought about? 

It is possible for the same person to provide all three factors at 
once: he can provide the labour by working himself, and the land 
and capital because he owns them. The peasant who tills his own 
land with his own hands and with the help of his own horse and 
plough, is the typical form of this first method of production. He 
is called the independent producer. 

As a rule, however, the same individual does not combine all 
three agents of production. One man may have land and his own 
muscular strength, but no capital: such is the peasant who borrows 
on mortgage. Another will have his own labour and capital, but 
has to rent his land: that is the tenant farmer, or the tradesman 
who rents his shop. Others may have land and capital, but be 
unable or unwilling to provide the labour themselves: they will 
engage workmen. 

We may even imagine a case in which the producer can himself 
provide neither labour, capital, nor natural agents, but has to borrow 
them all. Such undertakings as mines, railways, or the Suez Canal, 
are carried out in this way, the projectors obtaining the land (sur- 
face or underground) on a long lease, the capital by loans and the 
issue of shares, and the labour by the employment of thousands of 
workers. 

Now whenever all or some of the means of production have to 
be borrowed by the man who takes the lead in production, he is 
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called tHe enfrepreneur. His business, wMcit is of tlie first impor- 
tance, is to combine all the elements of production so as to obtain 
the best possible result. 

The entrepreneur is therefore the pivot on which the whole of 
the economic mechanism turns. On him converge all the factors of 
production; and from him also, as we shall see, proceeds all the in- 
come. For what is called income, imder the various names of 
interest, dividends, rents of every kind, wages, and salaries, is 
simply the price paid for the hire of capital, land, and labour, or 
any other productive services. The entrepreneur, therefore, is 
both the great employer and the great distributor. 

We have learned from our study of the factors of production that 
to produce any kind of wealth whatever it is necessary to consume 
a certain amount of pre-existing wealth. Now the sum total of this 
wealth is what is called, in the language of economists, the cost of 
production. But there are two costs of production which must be 
carefully distinguished: one social, and the other individual. 

The social, or what we might also call the real, cost of production 
is made up of three elements: (1) land — the larger or smaller area 
of ground which must be occupied; (2) labour — the sum total, 
larger or smaller, of the human efforts that must be employed; 
(3) capital — the larger or smaller amount of wealth that must be 
consumed; and since this capital itself is a function of time (see 
above, p. 101), it may be said shortly that social cost of production 
is summed up in the three elements, effort, space, and time. 

The individual, or relative, cost of production — better described 
as the net cost — is the price that the entrepreneur has to pay to 
obtain each of the factors of production: rent, which is the hiring 
price of the site he occupies; w^ages, the price of the labour he em- 
ploys; and interest, the hiring price of the capital he borrows, or, 
more briefly, the price of time. 

Take, for example, the exploitation of an iron mine. The entre- 
preneur sets down as expenses of production: 

(1) The hiring price of the land he occupies, in the shape of the 
rent paid to the owmer — a very high one in England, but a trifling 
one in France (though made up for by a share levied by the State) ; 

(2) The wages he pays to the workmen he engages; 

(3) The interest and depreciation fund on the capital he has 
borrowed. 

Even when the entrepreneur is the owner of the land and capital 
employed, this calculation remains the same, for if his accounts are 
properly kept he must set down among his expenses of production 
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the interest on the capital tie has invested in the undertaking, and 
also on that with which he bought the land. The undertaking must 
pay him the hiring price of the productive services, just as it would 
pay it to others. 

It is evident, however, that each of these items, representing an 
expenditure, or expeme^ as it is called, for the entrepreneur, repre- 
sents an income for other people — for the workman, the capitalist, 
and the landowner — who are directly or unconsciously his col- 
laborators. Consequently it would be a huge error in calculation 
to think that the sum of the values paid out by the entrepreneur 
represents the sum of the values actually consumed by the act of 
production. These latter values, fortunately, are very much less.^ 

If we pass from a primary industry, such as we have taken as an 
example, to transformative industries, and follow the raw material 

— iron ore, in this case — into the hands of the iron-master, the maker 
of ploughs or sewing needles, etc., it is evident that the original cost 
of production goes on growing like a snowball from the superimposed 
layers of production expenses. These, however, are always the 
same: namely, the hiring prices of labour, capital, and land — call 
them wages, interest, and rent.^ 

The entrepreneur draws a balance, then, between the sum of 
the values destroyed and the value created; he naturally only goes 
on so long as he foresees that the second will be greater than the 
first. He makes a kind of exchange, exchanging what is against 
what will be. He may make a mistake in his reckoning; if so, it is 
accidental, and so much the worse for him. 

^ This mistake has been constantly made lately in estimating the cost of the war. 
War can be compared to a vast business undertaking — though not a productive one! 

— in which the State is the entrepreneur. The cost of production to the French as 
a belligerent State rose to more than eight thousand million pounds, in the sense that 
that was the sum total of its expenditure. But that was not the cost of production 
to the country — fortunately! — for the greater part of this expenditure (purchases 
from contractors, army pay, separation allowances, etc., etc.) was received by those 
to whom it was due, and even enriched a goodly number of them. 

The cost of the war to the nation — the real cost — is another matter. It is the 
sum of all the wealth actually destroyed — houses bombarded, factories pillaged, 
ships sunk, and, above all, raw materials and stocks swallowed up in unproductive 
consumption. These losses enter partly into the public expenditure mentioned above, 
but for the most part they are outside it, and make up what is called the reparations 
account. 

2 That is why we must not place the cost of raw material among the expenses of pro- 
duction (as examination candidates never fail to do if they are asked for the component 
elements of cost of production); for obviously the cost of raw material must in its 
turn be split up into the three primary elements indicated above. 
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We often hear it said, and it has even been taught by great econo- 
mists, that value is determined by cost of production. We must 
understand what this means. If it means that the value of the 
product is equal to the sum of the values consumed to produce it, 
it is a truism, just like saying that the whole is equal to the sum of 
its parts. But if it means that the cost of production is the cause 
of value, in the sense that every product is worth more or less because 
it has cost more or less, the statement is unfounded. We might just 
as well say, and with even greater reason, that the cost of production 
is determined by the value of the object we wish to produce. In 
fact, the first business of the entrepreneur, before undertaking the 
production of something new, is to find out at what price he will 
be able to sell it, and then to arrange things so as not to expend more 
to produce it than it wiU be worth. This is more important still 
in the case of an article already quoted on the market. Anyone 
wanting to undertake the business of coal-mining says to himself: 
‘‘As coal is worth so much a ton in this district, I must see if I can 
extract it at a more remunerative price, so that it leaves me a margin 
of profit.” If he has made his calculations badly, and is obliged to 
spend more for extracting it than the coal will be worth, his folly will 
not have the effect of increasing the value of coal by a farthing. 
It will have the effect of ruining him and making him close the mine 
— that is all. 

Still, is it not evident that as a matter of fact and for almost all 
the things we can see, the selling price does tend to approach the 
cost price, or at least to follow its variations, just as if there were 
some necessary bond of dependence between them.^ This is true; 
but the phenomenon can be explained in the simplest fashion. What 
we have here is not a relation of cause and effect, but the action of 
an outside cause — competition — tending always, like a sort of 
atmospheric pressure, to bring together the cost of ^production and the 
value of the 'produxit, and even to moke them coincide; and this force 
increases as the divergence between these two values tends to in- 
crease, It is easy, indeed, to understand that as soon as the cost 
price and the selling price draw apart from each other, leaving an 
increasing margin of profit, all the competitors rush to produce 
the article in question, and, by multiplying the produce, soon bring 
about a lowering of its value or price. It might even be asserted 
that under a system of perfectly free competition, this coincidence 
between price and cost of production would be perfectly realized. 
That is one of the most important laws of political economy, because 
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it automatically regulates production, as we shall see in the next 
section. 

In actual fact, however, this coincidence is never realized, because 
competition never acts perfectly. As we shall see, there is hardly 
a business which does not enjoy a more or less definite monopoly, 
arising either from situation, or from patent rights, or from pro- 
tective duties, or from an open or tacit alliance that enables entre- 
preneurs to keep the selling price above the cost price and thus realize 
a profit.^ 

But then, it may perhaps be asked, if the value of everything tends 
to coincide with its cost of production, is not all the toil of the human 
race a foolish business, exactly like the labour of the daughters of 
Danaus, who had to fill a bottomless cask? For if each act of pro- 
duction merely reproduces old values that have been destroyed, in 
the form of new values, where is the advantage? This contradiction, 
however, is an apparent one only, resulting from confusion between 
individual and social cost of production — a distinction that we made 
a few pages back. 

The law just mentioned, which tends continually to reduce the 
value of the product to the value of its component elements, or the 
total expenses of production, applies only to the individual cost of 
production — the money cost, or cost price. If it should happen, 
owing to competition, that the value of the product leaves nothing 
to the entrepreneur over and above his expenses of production — 
leaves him no produce, in other words, — it would be an annoying 
result for him, but the business would be remunerative all the same 
for all the collaborators whose services had been paid for. It may 
even happen that they gain a great deal when the entrepreneur loses. 
The first Panama Canal undertaking — that of de Lesseps — lost 
all its capital, but gains of millions of pounds were made by a large 
number of people — engineers and bankers, not to mention the 
newspaper men. 

But if we look at the social cost of production, then it is not true 

^ It may happen that the value of certain products falls helow the cost of 'production^ 
without putting a stop to production. This is when the cost price of an article gets 
gradually lower as a result of industrial progress. In this case competition tends to 
reduce the price, not to the level of the old cost of production, but to that of the new 
cost, otherwise called the cost of reproduction. 

The same thing occurs when the capital engaged in the business can no longer be 
set free, as, for instance, in mines or railways. In this case, even when the business 
no longer covers the interest and depreciation of this first-established capital, it may 
continue aU the same, so long as it brings in a little more than the expenses of explQi- 
tation. 
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to saj that the wealth produced does not generally exceed the wealth 
consumed, but quite the reverse. It is the nature of every productive 
operation to create more utilities than it destroys — to leave a net 
produciy as it is called, not only in agriculture, as the physiocrats 
taught, but in all forms of production. It must be so, for how could 
civilization have developed, how could humanity have risen above 
animality, if production did not normally leave a net product, 
serving to enlarge its consumption and to increase its capital? It 
is obvious that man could never have founded a family or a city if 
he never reaped more corn than he consumed as food and as seed. 

II, THE AUTOMATIC REGULATION OF PRODUCTION 

A state of health in the social organism, as in all living bodies, 
consists in a proper balance or equilibrium between production and 
consumption. Not to produce enough is an evil, for then a certain 
set of wants remains unsatisfied. To produce too much is another 
evil, less than the first, undoubtedly, but none the less real. Every 
excess of production, indeed, necessarily involves not only a waste 
of wealth, but, above all, a loss of power, and therefore useless hard- 
ship. 

When each man produces for himself what he means to consume, 
like Robinson Crusoe on his island, or rather like man in the first 
stage of domestic industry — the ancient family, or the medieval 
corporation — this equilibrium is easily maintained. Each of us 
individually, or each httle group, is able more or less to foresee its 
own wants, and although its forecast may not be infallible, it can 
regulate its production accordingly. 

The problem becomes more dfficult as soon as the producer pro- 
duces no longer for himself and his family, but for another — for a 
customer — for it is evidently harder for us to foresee another man’s 
wants than our own. Yet even under a system of division of labour 
and exchange, the equilibrium between production and wants is not 
too difficult to maintain so long as the producer works to order, 
or at least so long as the habits of each customer are known and his 
consumption is easy to foresee. The baker and the pastry-cook 
can pretty accurately calculate the number of loaves and cakes that 
they will have to supply every day. 

But the problem becomes really difficult in an economic system 
like ours, where the market has grown enormous, production has 
become frenzied, and the producer no longer waits for the orders of 
the consumer, properly so called, but obeys the commands of mer- 
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cliants, middlemen, and speculators, who themselves take the lead, 
buying and selling for the account, and anticipating the wants of the 
public. 

However, it was precisely at the commencement of this new regime 
that the legislator, with a boldness that would have been foolhardy 
if it had been conscious, made a clean sweep of all the old regulative 
system, and decided that production should henceforth know no 
rule but freedom. It was the French Revolution, by the famous 
law of the 17th March, 1791, that abolished the corporative or guild 
system in France, under vrhich an individual could only take up a 
trade when he had fulfilled certain conditions. Thus was pro- 
claimed the freedom of labour, the right of every individual to produce 
what seemed to him best. This reform, greeted by a chorus of ac- 
clamations, was quickly imitated throughout the rest of Europe.^ 

But did not this freedom of each man to produce what he pleased 
lead to anarchy in production, by adding a fresh element of uncer- 
tainty to that, already caused by the anticipation of future wants? 
That is what was asserted by the socialists, especially during the first 
half of the nineteenth century. Economists, on the contrary, gen- 
erally exulted in the sight of the order and balance that reigned in 
production. 

The fact is that it is almost miraculous at first sight to see how 
hundreds of millions of men, without any mutual agreement, can each 
find every day what he needs — at least if he is able to pay for it. 
What Providence or what hidden force is it, then, that thus controls 
the production of wealth from day to day, so that there is neither 
too much of it nor too little? 

The explanation offered by economists is very simple. They say 
that production is regulated in the surest, quickest, and simplest 
manner by the law of supply and demand, in the following fashion. 

If a particular branch of industry happens to be insufficiently 
provided with labour and capital, the want that it is designed to 
satisfy is not fully met, and its produce therefore acquires a higher 
value. Greater profits are realized by the producers, and particularly 
by the entrepreneur, who is the principal agent of production and the 
first to profit by the rise in prices. Then other producers — cap- 
italists or workers — engage in this branch of production, attracted 
by these abnormally high profits. The production of the commodity 
in question increases, therefore, until the quantity produced rises 
to the level of the quantity demanded. 

^ [In England the guild system had fallen considerably into disuse since the six- 
teenth century, being gradually replaced by the “domestic system” of industry.] 
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Whenever, on the other hand, some commodity has been produced 
in greater quantity than is needed, its value must fall. This fall 
reduces the income of the producers, and the profits of the entre- 
ftsneur in particular, for it is he who bears the first brunt of all 
changes. So he withdraw^s from a course of production in which he 
experiences disappointment and loss, and the production of the com- 
modity slackens off until the quantity produced falls to the level of 
the quantity consumed. 

Such is the beautifully harmonious and spontaneous organization 
of production that has been so often celebrated, especially by Bastiat. 
It is a kind of mechanism that works automatically — far superior, 
it is said, to any system of artificial regulation, however ingenious. 

This regulative law is indisputable as a tendency; but many 
conditions are necessary if it is actually to operate — conditions 
which are only rarely fulfilled. 

First of all, supply must answer instantaneously to demand. 
The agents of production must be assumed to be perfectly mobile, 
and to move with the speed of electricity from points where they 
are superabundant to points where they are insufficient. There 
must be a single world market, or at least markets that are closely 
united, like vessels communicating with each other, so that, if equilib- 
rium is disturbed, it may be restored almost instantaneously. 

Now, even if we admit that the economic world is tending towards 
such a state of affairs as this, it must be acknowledged that it is still 
far from having attained it. In fact, all agricultural and industrial 
production presupposes the employment of capital that is engaged 
for a longer or shorter period of time (see the section on Fixed Capital 
and Circulating Capital), and such capital, by the very fact that it 
has become fixed,” has ceased to be mobile. The French vine- 
growers are being told that they are producing too much wine and 
must make “something else”; and it is probable, indeed, that the 
law of supply and demand — if it is only the competition of Algerian 
wines — will sooner or later compel them to do so. But what is 
to be done with the millions of pounds of capital buried in the ground 
in the shape of vine plantations and cellars 

Nor is this all. Even when the law of supply and demand is in 
full operation, it is by no means “harmonious” in the sense intended 
by Bastiat, for we must not forget that value has no relation to 
utility in the common and “normative” sense of the word. It 
distributes production and professions not in accordance with man’s 
true needs, but according to his desires and the price he is willing 
and able to pay for their satisfaction (see above, p. l^l). 
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It follows, then, that the most useful fxmctions, such as that of 
agriculture, tend to be neglected, while the most unproductive, 
such as that of town shopkeepers, for instance, not to mention the 
numerous parasitic public officials, are absurdly multiplied. Need 
we recall the fact that the number of retailers of alcoholic drinks 
in France reaches the incredible figure of nearly 470,000 — say 
about 1 to every £4 adult men — while the number of agricultural 
labourers is continually growing smaller?^ 

The numbers engaged in other vocations, such as the medical 
profession, would be sufficient if they were better distributed. But 
they are almost all concentrated in towns, where many of them, 
through lack of clients, are reduced to the worst expedients for ob- 
taining a living, and there remains but an inadequate number for 
the rural population. Thus the distribution of doctors in Paris 
shows very plainly that then number is not proportionate to the 
number of the sick but to the rate of profit. In the wealthy dis- 
tricts there is one doctor to every 100 or ISO inhabitants, while in the 
poorer quarters there is only one to every 3,000 or 6,000, and in 
one district there is one doctor for 17,77^ inhabitants That is how 
free competition adapts services to needs. No one certainly will 
say that the poor have less need of doctors than the richF 

Finally, it must not be forgotten that “demand” does not come 
directly from the consumers, but from the middlemen, merchants, 
and speculators;^ and that it is a demand founded less upon real 
and present wants than upon wants which perhaps will not be 
realized. It will not be surprising, therefore, if there is overpro- 
duction, or, conversely, if production remains below the level of 
wants. That is what we shall see before long in the chapter on 
Crises. 

1 [In England and Wales there were 105,630 licensed premises in 1920 — say about 
1 to every 95 adult men.] 

2 [Compare the following figures showing the number of doctors in certain English 
towns and London districts (from the Medical Directory for 1914): Brighton and 
Hove, 235 (1 in 738 of the population); Bournemouth 190 (1 in 414); Ilford (190) 
43; Wigan, 42 (1 in 2,123 of the population); London, Harley-street, 297; Wlmpole- 
street, 167; Hampstead, 169; Bethnal Green, 28; Bermondsey, 28.] 

3 In connexion with an epidemic of smallpos that broke out in Brittany in January 
1893, the newspapers remarked the fact that not one doctor was to be found within 
a radius of nine miles. 

^ It must not be concluded, as is sometimes a little too hastily done, that spec- 
ulation — the anticipation of future events — is necessarily an evil. On the contrary, 
the speculator who buys when he foresees a shortage and sells when he foresees abun- 
dance may exercise a very beneficent regulative influence. But speculation very often 
makes mistakes, especially when it is turned into a game. 
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The law of supply and demand requires two conditions to enable 
it to function completely. These are: (1) freedom for every man 
to produce and to sell what he thinks best; (^) freedom for every 
man to seU at the price he thinks best, or at least at the price he can 
get. When these conditions are fulfilled we say that there is free 
competition. Competition, then, appears as the great regulator of 
the whole economic mechanism of modern society. 

It used to be the rule in treatises on political economy to recognize 
the following virtues as belonging to competition: 

(1) It stimulates progress by the emulation it arouses among 
competing industries, and by the elimination of routine methods 
in industry; 

{%) It promotes cheapness, to the great advantage of all, and 
especially of the poorer classes; 

(3) It brings about a progressive equalization of conditions, by 
reducing the rate of profits, wages, rent, interest, etc., to the same 
level. 

The virtues of competition are summed up by Bastiat in this 
lyrical description: ‘Tt is the most progressive, the most equalizing, 
the most conducive to the common welfare, of all the laws to which 
Providence has entrusted the progress of human societies.” And 
the blessings of competition are made more apparent by contrasting 
it with the system of monopoly, under which the public is delivered 
over to the discretion of a single individual. Competition, it is 
said, means democracy in the economic realm, whereas monopoly 
is autocracy. 

The socialists of the first half of the nineteenth century took the 
opposite view, and denounced competition as the cause of all social 
evils, because they regarded association as the solution of the social 
problem. 

We must certainly not fail to recognize the services rendered by 
competition to the public welfare: it protects the consumer against 
exploitation at the hands of merchants and producers. But how 
does it do this? Simply by setting in opposition to each other the 
interests of these producers — just in the same way as the interests 
of small nations may be safeguarded by the jealous rivalry of the 
greater powers. But such a safeguard is as precarious in the economic 
sphere as in the political, and may well be replaced by a higher form 
of organization. 

Competition makes the consumer pay too dearly for this pro- 
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tection. In fact, if we look more closely at tlie three virtues at- 
tributed to it, we shall see how easily each of them may degenerate 
into a vice. This is because competition, as we have just shown, 
has a double aspect : it involves both freedom of labour and a struggle 
for existence. Consider these points: 

(1) It is true that competition may stimulate production by 
arousing a spirit of rivalry among producers. But it also stimulates 
deterioration in the quality of the produce. In order to keep up the 
struggle, each competitor strives to substitute raw materials of in- 
ferior quality and a lower price, for those that are better and con- 
sequently more expensive. The result is that among the signs of 
progress one of the most remarkable is undoubtedly the adulter- 
ation of commodities. It has become a veritable art, laying every 
scientific discovery under contribution.^ Some kinds of trade, such 
as the grocery trade, and some manufactures, such as those of arti- 
ficial manures and preserves, have become so notorious in this respect 
as to necessitate legislative interference. If the competitive system 
shows a great advance on the guild system from the point of view of 
industrial enterprise, the same cannot be said of it from the point 
of view of the quality of the goods produced. 

Nor is it only the product that deteriorates. There is also, if 
I may venture to say so, a deterioration in the producer, which too 
often results from competition. If competition assures rictory to 
the strongest and the cleverest, it may very well happen that it 
eliminates the most scrupulous, or rather that it compels him to 
‘‘do at Rome as the Romans do.’’ Examples of this are the trades- 
man who is unwilling to adulterate his goods, or who would like to 
close his shop on Sunday, and the manufacturer who does not want 
to reduce his employees’ wages or increase the length of their day’s 
work. 

{%) It is true that competition has the effect of lowering prices, 
when it is “free,” as the economists say, meaning when merchants, 
and manufacturers are simple enough to contend with each other 
for customers and to undersell each other. But those times are 
past, at any rate in the home market. Among the tradesmen of a 
town or the manufacturers in an industry there is always a tacit 
understanding to sell at the same price. In trade and industry on 
a large scale this understanding nowadays takes the form of a writ- 

Examples are innumerable. Drinkable wine can now be made without grapes, 
jam without fruit or sugar, butter without milk, milk without a cow, eveu eggs without 
a hen. So too flour is made with a large proportion of talc, and silk fabrics containing 
only 5% silk and 95% mineral matter! 


HOW PRODUCTION IS REGULATED 


im 

ten agreement — the famous cartel or trust (see below). Some- 
times, moreover, and notably in the liberal professions (those of 
lawyers, doctors, and chemists), this understanding that one will 
not charge a client less than one’s competitor — who in this case is 
called a colleague or a brother — becomes a professional rule of honour. 

It is only in international commerce that competition retains its 
beneficent effects, for combination is diifficult between producers in 
different countries. But none the less it is tending to become inter- 
national. 

Not only is it the case that competition does not alv/ays lower 
prices, but it frequently happens, paradoxical as the statement may 
seem, that it raises them, by increasing the cost of production. 
The most striking example is that of a new railway competing with 
one that already exists between two towns. It is clear that the 
traffic, which will remain the same with two lines as it was with one, 
will have to support a double cost of establishment and maintenance. 
Another excellent example is the bread-making business. The 
number of bakers in each town is ridiculously excessive. Each of 
them, selling less bread owing to competition, is compelled to make 
up for it by raising the price or tampering with the weight. And 
so, as M. de Foville wittily puts it, the competition of the traders 
makes prices rise just as the competition of the trees in the forest 
makes them rise to the sky in their struggle for air and light.^ It 
was not the same under the guild system, where the number of 
dealers in each trade was limited. 

(3) It is true, in the third place, that competition may exercise 
an equalizing influence on fortunes, by levelling down profits that 
exceed the common standard. Yet which is the country in which 
the inequality of wealth is greatest — the country that has given 
birth to that portentous phenomenon, the millionaire? It is the 
very country where competition is most feverish, where everyone 
hustles around in the hunt for dollars, and where the good old French 
maxim: “Each for himself and God for us all,” has been replaced 
by the American saying: “The devil take the hindmost.” 

Competition only makes profits equal when the competitors are 
equal in ability — that is to say, when it involves the previous ex- 

1 There were S,050 bakers' shops in Paris in 1911 — 1 to every 900 inhabitants, or, 
say, 1 to every 200 or 300 households. So the average sale of bread by each of them 
did not exceed about 1,000 pounds a day. It might easily be increased tenfold, and 
then the general expenses charged on each loaf would be reduced by nine-tenths. 
Such is the case in the great co-operative bakeries, like the Edinburgh one, which bakes 
20,000 loaves a day. 
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istence of the system, it is thought to create. When competition 
takes place between those who are unequal — between the strong 
and the weak, — it can only aggravate this original inequality. 
So we cannot count on competition to realize distributive Justice. 

Finally, even assuming, as is done in pure economics, that a society 
might exist under such conditions that competition could take 
place without restraint, and could assure to everyone the maximum 
of satisfaction at the minimum price, it would scarcely be desirable, 
from the social and moral point of view, that this assumption should 
be capable of realization. For this would mean the rule of absolute 
individualism — each for himseK. Society would be nothing but 
a sale-room, like the floor of the Stock Exchange, with everyone 
shouting his price. The social ideal is not to be discovered there. 
We must seek it rather in a co-operative system, organized with a 
view to the satisfaction of wants, and not to the pursuit of profit.^ 

IV. OVERPRODUCTION AND THE LAW 
OP OUTLETS 

To Judge from the state of poverty to which the vast majority of 
men are condemned, it would look as if production must still be far 
behind human wants, and as if the great business of life must be to 
stimulate it to the greatest possible extent. And yet, strangely 
enough, the fear that haunts manufacturers and business men, and 
that is most often on their lips, is the fear of overproduction, of a 
general excess of products, of what is called a general glut How 
can this be? 

Economists themselves have never shared this apprehension. To 
them the danger of general overproduction seems entirely imaginary 
and absurd. They do not deny, to be sure, that in certain branches 
of industry, or even in many of them, production may chance to 
exceed demand, owing to miscalculation. But they deny altogether 
that general overproduction can really exist, and they attribute 
the fear of it to a mere optical illusion whose cause is easily under- 
stood. It is because the producers whose products are over-abun- 
dant on the market and therefore sell badly, make a great outcry, 

^ See our discussion on Competition and Co-operation in the book called Le Coopera- 
tisme. 

There are moral and philosophical arguments, besides the economic ones, for the 
belief that co-operation is destined more and more to supplant competition. And 
even in the domain of biology a new school is beginning to teach that association and 
mutual assistance are just as powerful a factor as the struggle for existence in the 
progress and improvement of species. 
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wLereas those whose products are scarce and consequently sell well, 
remain silent. Hence we hear of nothing but overproduction, and 
we end by imagining that it is universaL 

But that is not aU. The opinion of economists is that, given a 
state of congestion in any one branch of production, the most effec- 
tive remedy for the evil is just to stimulate a corresponding increase 
in the other branches. The crisis that results from abundance can 
only be cured by abundance, conformably to the motto of a famous 
school of medicine: similia similibm, ‘Mike cures like.’’ Thus it is 
to the interest of all producers that production should be as abundant 
and varied as possible. This theory is known as the law of outlets. 
It was first formulated by J. B. Say, who was very proud of it, and 
said that “it would change the policy of the whole world.” It 
can be expressed as follows: The greater the variety and abundance 
of other 'products, the more outlets will he found for each product. 

To understand this theory we must first leave money out of con- 
sideration and suppose that products are exchanged directly for 
products, as under the system of barter. Suppose, for example, 
that a trader arrives at one of the great markets of Central Africa 
— in the Soudan or on the Congo. Is it not to his interest to find 
the market as well stocked as possible with numerous and various 
products? Of course it is not to his interest to meet with a large 
quantity of the very goods that he can offer himself — guns, for 
instance. But he wants to find as much as possible of all other kinds 
of things — ivory, gums, gold-dust, ground-nuts, and so forth. 
Every new kind of merchandise that appears on the market con- 
stitutes an investment or an outlet for his own goods; so the more 
there is of it, the better for him. As J. B. Say well expresses it: 
“What most favours the sale of one commodity, is the production 
of another.” 

The same thing happens, we are told, under the system of buying 
and selling. The greater the resources of other people, the better 
chance there is for each of us to find a sale for his own products, and 
the more they have produced the greater will be their resources. 
The best thing we can wish, then, for a producer who has produced 
too much of anything, is that other producers also may have done 
the same: the superabundance of some commodities will correct the 
superabundance of others. Has England produced too much calico 
this year? Well, if India has had the good fortune to produce too 
much wheat, the calico will be disposed of far more easily. 

Again, let us suppose that industry, thanks to a prodigious in- 
crease in mechanical power, throws on the market an enormous 
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quantity of goods, but that agricultural production has not kept 
pace with manufacture — agricultural produce has only increased 
to a very slight extent. Then the value of agricultural produce 
goes up, compared with the value of manufactured goods, and con- 
sumers, having to spend more on food-stuffs, have not sufficient 
means to buy many manufactured articles. But if, on the contrary, 
agricultural production keeps pace with mechanical production, 
then the balance is restored. The consumer, spending less on food, 
will have no difficulty in absorbing the excess of manufactured goods. 

In short, then, the outlet theory simply goes to prove that an 
excess of production is never an evil if the increase takes place simul- 
taneomly and proportionally in all branches of production. In this 
case, in fact, the relations between the quantities exchanged are not 
altered, so the economic equilibrium is not disturbed. 

This, indeed, is indisputable; but we must go a step further in our 
hypothesis. We must assume that money, the instrument of ex- 
change, also shares in the general overproduction, for if the quantity 
of money were to remain the same, the result would be that its 
rate of exchange with other products would necessarily be altered. 
Its comparative scarcity would confer a greater purchasing power 
upon it, which means that there would be a general fall in prices. 
But supposing that the production of money increases in the same 
proportion as everything else, then there would be no change in 
values or prices and no external sign would reveal to the public that 
they were rolling in abundance. 

As a matter of pure theory, therefore, the law of outlets is perfectly 
well founded. But in actual fact an increase in production never 
takes place under the conditions set forth in that theory. There is 
not one chance in a million of seeing an equal and simultaneous in- 
crease in all branches of production. Such increases take place by 
fits and starts, by intermittent and local spurts. 

Generally, too, they take place only in the case of manufactured 
products, where wants are abeady abundantly provided for, and 
where overproduction means rather a waste of labour and capital. 
They very rarely occur in agriculture or house-building, where, on 
the contrary, they would be welcome, because in this direction wants 
are still very far from being completely satisfied. 

That is why the law of outlets, though true in principle, does not 
prevent those incessant disturbances of equilibrium in exchange 
which provoke crises. And that is also why producers seek nowa- 
days to prevent these disturbances by commercial understandings 
(trusts or cartels) which are one of the most characteristic features 
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of our time. These we shall study later on. Their essential char- 
acter is that of a mutual engagement, entered into by producers in 
one branch of industry, not to produce more than a certain amount, 
which is fixed according to the state of the market. 

V. CRISES 

A crisis, as the word indicates with sufficient clearness, is a sudden 
disturbance of economic equilibrium. But it can be studied under 
two very different and even opposite aspects. 

Crises may appear as a kind of disease of the economic organism, 
showing symptoms similar to those of the numberless ills by which 
man is afflicted. Some are periodic in character; others, on the other 
hand, are irregular. Some are short and violent, like attacks of 
fever; they manifest themselves in the same way by a great rise of 
temperature followed by sudden depression. Others are slow, like 
ansemia, as M. de Laveleye says. Some are confined to one par- 
ticular country; others are epidemic, travelling round the world, 
like cholera. 

But these comparisons assume that the crisis is a 'pathological 
phenomenon. Should we not, however, regard it rather as a physi- 
ological one — as a manifestation that has nothing abnormal about 
it, and that is quite compatible with a state of perfect health May 
it not be rather the outcome of exuberant vitality — a crisis of 
growth — a function, and perhaps even a necessary condition, of 
economic progress? And if crises are destined ever to disappear, 
would not their disappearance be rather the melancholy symptom of 
a society engulfed in the quicksands of the ‘‘stationary state"'? 

Thus there emerge two conceptions of crises, one pessimistic and 
the other optimistic; and this difference of opinion as to their nature 
necessarily involves differences of opinion as to the way to explain 
them and the means of averting them. 

(1) Symptoms, — The economic phenomena that distinguish crises 
are always more or less the same, so that their diagnosis is not diffi- 
cult. The only differences are that they are more or less accentuated. 
If we had to enumerate them all, they would make a long list, for 
as scarcely any economic relations remain altogether unaffected by 
the disruptive effects of a crisis, almost any of them could be taken, 
if desired, as the sign indicating its existence.^ 

^ In France a Commission has been set up by the government, since 1908, to in- 
vestigate and publish “the signs of economic crises,” with the object of avoiding or 
mitigating unemployment. 
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The first sign that reveals crises is their periodicity. They have 
been seen to follow each other, at least during the nineteenth century, 
with the majestic regularity of the ocean swell, each wave extending 
over about ten or a dozen years, five or six in an upward direction, 
and five or six more downward. The same alternation is undoubtedly 
to be found more or less in all economic phenomena — price move- 
ments, wages, rates of interest — and even also in natural phenomena 
such as barometric variations, the rise and fall of waters, the ad- 
vance and retreat of glaciers. Rhythm is the law of the world. 
There is nothing very mysterious in that. It is even impossible for 
it to be otherwise. Whenever any variation is confined within 
certain limits, which is usually the case, there is necessarily an 
oscillation between the extreme points. But in the case of crises 
there is something impressive about this regularity of movement, 
and it was the desire to explain it that led to the first enquiries into 
their causes. 

Another distinguishing feature of crises is their epidemic character. 
It frequently happens that there is excessive or insufficient production 
in such and such an industry. That is, in fact, the way in which 
most crises start. But they only become crises when the disturb- 
ance travels from one industry to another and from one country to 
another, and this points to the action of some general cause, as to 
which economists are not in agreement. 

But besides these general features, here are the three particular 
signs by which crises are preceded and announced: 

(a) A rise of prices, giving evidence of activity of consumption, 
abundance of ready money, and credit facilities; 

(&) A rise in the value of transferable securities, especially shares, 
signifying activity in business undertakings and an increase of 
profits and dividends; 

(c) A rise in wages, implying activity in the labour market, and 
an increased demand for labour. 

But what actually constitutes the crisis is this: that at a given 
moment, by some mysterious cause, all these movements change 
their direction, and the upward trend suddenly becomes a downward 
one. Then we get symptoms opposite to those just indicated: 

(а) A fall in prices, betraying a decrease in consumption, scarcity 
of money, and the disappearance of credit; 

(б) A fall in the value of securities, revealing the sinking of profits 
and dividends, and the failure of the most hazardous business enter- 
prises — a fall which is accompanied by a rise in the rate of dis- 
count; 
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(c) A fall in wages, marking the stoppage of production, the 
cessation of demand for labour, and the imminence of unemploy- 
ment. 

The moment of the crisis is marked by this passage from a state 
of activity to one of depression — a moment which can sometimes 
be determined with such precision that the day, and almost the 
hour, can be indicated. At other times, however, it is spread out 
over a longer period and leaves a certain amount of doubt even as 
to the year. 

(2) Causes. — Jevons was the first to notice that, during the 
nineteenth century, crises followed each other at approximately 
regular intervals of ten years. The dates were as follows: 


1815 

1857 

1827 

1866 

1836 

1873 

1847 

1882 


And if Jevons had lived longer — he died in 1882 — how pleased 
he would have been to see the last two crises of the century appear 
just at the predicted times, one in 1890, and the other in 1900! Can 
such regularity be attributed to chance, or does it not rather suggest 
the idea of some astronomical cycle.^ In fact it was towards the 
heavens that Jevons lifted his eyes in search of an explanation, 
and he thought he had found it in the periodicity of the spots on the 
sun. But what connexion could he establish between sun-spots 
and crises.^ Just this: that these variations in the intensity of the 
sun’s radiance reacted on the earth in the form of good and bad 
harvests, which, in their turn, determined the crises. Nothing, it 
will be seen, was lacking to this cosmic romance. 

But it is only a romance. And even in the matter of the ten- 
yearly periodicity of crises the twentieth century has refuted the 
supposed law, for the first crisis came in 1907. 

The astronomical explanation of crises having been abandoned, 
it remains to find another. Economists have not been at a loss: 
they have provided innumerable explanations. In 1895 a German 
author named Bergmann counted 230 of them, and others have been 
found since. Their number might even be called infinite. For, 
given the complexity and mutual dependence of all economic phe- 
nomena, it is enough that one of them should be interfered with 
— as if it w^ere one of the wheels of a watch — for the whole mechan- 
ism to be thrown out of gear; or, if we prefer a physiological analogy, 
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the injury of one organ is enough to make the whole organism 
suffer. 

However, the search for causes can be limited and defined by ob- 
serving that a crisis is not any disturbance whatever, but one that 
has certain definite characteristics. Consequently the cause we 
are seeking must be one that will explain these characteristics, and 
particularly the periodicity of the phenomenon. 

(а) The explanation by overproduction is the one that is naturally 
suggested by the sight of the progress of mechanical industry. Sooner 
or later there must come a day when this mass of products thrown 
upon the market exceeds the capacity for consumption and can no 
longer be absorbed. So it is got rid of by a general collapse of prices. 
The manufacturers, to avoid the necessity of selling at a loss, try 
to obtain money from the bankers or by the sale of securities, and 
this results in a rise in the rate of discount and a fall in the value of 
securities, so that money becomes scarce, precisely in consequence 
of the superabundance of goods. Such manufacturers as cannot 
manage to procure money, become banki’upt. Here, then, we 
find what seems a sufficient explanation of all the features of a crisis, 
as enumerated above. 

The periodicity of the crisis is also explained on this hypothesis, 
for it is easy to understand that this alternating movement by which 
production outruns consumption, and then at a given moment stops 
out of breath, while consumption, proceeding at a uniform pace, 
catches it up and outdistances it in its turn, proceeds of necessity 
in a rhythmical fashion. In fact, a certain amount of time is needed 
after each collapse, for industry to make good its losses, build up 
its reserves afresh, and renew its plant with a view to satisfying new 
wants. 

Yet this explanation meets with several serious objections, and 
notably this one: it is incomprehensible why crises should be heralded 
by a rise in prices, if they are due to overproduction. It is true that 
the fall, and even collapse, of prices appears in the downward period 
of the crisis, after the saturation point has been reached. But 
why does it not show itseK before that moment, and as soon as 
production begins to be excessive? Are we to reply that it is because 
production is itself outstripped by the rising tide of consumption? 
But in that case it is no longer overproduction that is the cause of 
the crisis : we must call it rather over-consumption. 

(б) The explanation by under-consumption is one that appeals 
by preference to the minds of those who look at the wretchedness 
resulting from the existing economic state of things — to socialists. 
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or socializers, like Sismondi. They do not deny that crises are 
occasionally caused by overproduction due to the greed of capital- 
ists who, to make up for the fall in profits, try to get it back, as they 
say, in the matter of quantity. But the fimdamental cause is 
the insufficiency of the resources of the great mass of consumers of 
the working class — the wage-earners — who have not the means 
of buying back the produce of their own labour. Nor must it be 
said, by way of setting aside this doctrine, that the wants of man 
are infinite or indefinitely elastic, for in order to dispose of an article 
it is not enough to find people who desire it; you must also find 
those who have the means of acquiring it. Now the increase in the 
incomes of the mass of the population has not kept pace with the 
increase in manufacturing production. These two causes — each 
the converse of the other, but tending to the same result — go on 
continually increasing in intensity: on the one hand, the growing 
need of the manufacturers to extend their production as much as 
possible; on the other hand, the growing number of wage-earners 
and the insufficiency of their wages. Consequently, when the 
balance is once disturbed, instead of automatically righting itself, 
as it has done hitherto, it will become more and more unstable, and 
crises will become more and more severe, until the time comes when 
they will bury the capitalist system under its own ruins. That 
system is thus destined to perish by the very consequences it has 
itself given birth to. 

This explanation, however, seems to fit the facts no better than the 
preceding one, for just as that one seemed in contradiction to the 
general rise of prices, so this one seems to be refuted by the rise in 
wages which generally precedes a crisis. Why does the impossi- 
bility of the purchase by the working classes, with their wages, of 
the produce of their own labour, manifest itself just at the end of 
the period in which those classes have earned most, and when, 
therefore, their power of consumption has been increased.^ It is 
comprehensible that under-consumption exists as a chronic evil, 
and that it is a sufficient explanation of misery and poverty; but 
it is difficult to see why it should show itself in the shape of a crisis 
at a given moment and at regularly recurring intervals. 

Moreover, even admitting the theory underlying this explanation, 
namely, that the wage-earning class receives less and less of the 
produce of its own labour and thus becomes more and more robbed 
by the possessing class, we cannot see why the result should be a 
general insufficiency of consumption, for why would not the robbers 
consume as much as the robbed? It is not likely that their ap- 
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petites would be less. Of course they will consume different things: 
there will be less consumption of prime necessaries and more of 
luxuries; but this should be altogether to the advantage of indus- 
try, which generally makes more out of the latter than out of the 
former. 

(c) Economists, therefore, are in general agreement nowadays 
on a third explanation. They find the cause of crises in over-caf- 
italization rather than in overproduction. Although this theory 
itself takes many different forms, the following are its commonest 
features. 

If industry had only to adapt production to wants from day to 
day, it would be easy enough. Even if it did not exactly succeed, 
a crisis would not be the result, any more than a crisis occurs when 
a pastry-cook finds himself with a surplus of cakes at the end of the 
day, through having misjudged the wants of his customers. But 
large-scale industry cannot be content with day-to-day production: 
it must anticipate wants and, in order to be able to meet them, it 
must create a long time beforehand all the necessary means of 
manufacture and transport, such as factories, machinery, mines, 
trucks, ships, etc. — and that takes time. Meanwhile people’s 
wants increase, they grow impatient, and prices rise. Then when 
the means of production are at last ready to come into action, they 
suddenly pour out floods of products on to the market. Observe, 
too, that these floods cannot now be stopped at will, for when capital 
has once been invested as fixed capital it can no longer be set free; 
it has to continue working even when the market has become sat- 
urated, and even when it is working at a loss. It will easily be 
understood, therefore, why the fall in prices may end in a complete 
collapse. It will not end until a certain number of new businesses 
have become bankrupt or have given up the struggle, or until the 
fall in prices has had its usual effect of increasing consumption, so 
that the excess is gradually absorbed. 

It can be understood, also, why crises are separated by fairly regular 
intervals. The length of these periods is just that which is neces- 
sary for the fresh building-up of the capital destroyed by the crisis. 
And this theory perfectly explains, too, why crises are phenomena 
that accompany the capitalist system, and more especially the 
system of large-scale industry. 

Moreover, we can understand better now why even those who are 
not engaged in business — people of independent means and the 
general public — are actors in the crisis, helping to precipitate it, 
and bearing the consequences. What, in point of fact, do we see 
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on tliese occasions? Here is a period of prosperity: harvests are 
good, there is no fear of war, industry progresses, everything goes 
well. Then we see the prices of all shares going up — copper mines, 
coal mines, rubber shares, banks, railways. Every small share- 
holder turns over his bill-case and everyone asks those whom he 
thinks well-informed: “Tell me what is going to rise.” He runs 
little risk of going VTong, for everything rises. Everywhere new 
businesses are being started, new rubber plantations are made, 
watercourses are exploited, picture palaces are opened, and even 
old-established businesses increase their capital by fresh issues of 
stock. 

Then comes the day when all these businesses begin to compete 
with each other. An ominous crash occurs: one of them has gone 
under. Immediately there is a panic, and just as, not long before, 
the more prices rose the more eager were the buyers, so now, the 
more they fall the more eager are the holders to sell. There are 
few capitalists who manage to get out in time, as it is called. By 
degrees all those securities that represented so much anticipated 
income and the “capitalization of so many hopes,” as M. Seligman 
eloquently says, sink down, even before it can be known whether 
overproduction has really taken place. ^ 

(3) Remedies. — To begin with, is there any occasion to seek for 
remedies? Here we get back to the question proposed at the open- 
ing of this section. If the crisis is only a physiological phenomenon — 
a normal rhythmic movement, like the pulsation of the economic 
organism — then we can only let it be. But if it is to be regarded 
as a pathological trouble, then indeed the search for a remedy is 
plainly indicated. Now it seems to follow from an examination of 

^ Why should there not be crises of underproduction {i.e., shortage) as well as of 
overproduction? Cannot the equilibrium between production and consumption be 
disturbed as well by deficient as by excessive production? It even seems that such 
crises should be feared the most, for, after all, an excess of production, which means 
abundance, cannot be an evil in itself. It becomes so only in consequence of some 
fault in the economic structure, whereas insufficient production must involve misery 
and, eventually, death. 

It is true that dearths and even famines have held a prominent and terrible place 
in the history of all races, and when we thought them definitely eliminated, at least 
in Europe, we have just seen them reappear in all their horror as a result of war. 

Nevertheless we are right in not placing dearths in the category of crises, for they 
possess neither the essential characteristic of periodicity nor any of the other s3Tnp- 
toms that we have enumerated. There is the rise in prices, to be sure; but this ap- 
pears in exactly opposite conditions, since here it is only the consequence and outcome 
of the deficit, whereas the classical type of crisis is preceded by the rise in prices and 
the fall only follows it. 
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tlie causes that we have just been glancing at — whichever one seems 
the best founded — that they all involve a certain amount of disorder 
and some troublesome consequences which we should attempt to 
avert. 

But the remedy will obviously depend on the cause that is assigned. 
If we believe it to be overproduction, we must set ourselves to limit 
this production: as, for instance, by the institution of cartels and 
trusts (see below), which, by regulating production, would prei'ent 
the excessive rise of prices and consequently their fall also, or would 
at least act as a parachute for them, as it has been picturesquely 
said. Or an alternative remedy would be simply to set up a co- 
operative system, under which production would be organized 
only with a view to wants and not with a view to profit, and there 
would therefore be no stimulus to overproduction of an excessive 
and purely speculative kind. 

If we find the cause of a crisis in the fact that the working classes 
have not the means of increasing their consumption as rapidly as 
production increases, then we must seek for the remedy in the 
establishment of a socialist regime which shall assure to the worker 
the whole of the produce of his labour. 

If we regard over-capitalization as the cause of crises we shall 
have to count on the banks, which are the great and almost the only 
credit providers. It will devolve upon them to intervene at the 
right moment, either by raising the rate of discount to contract 
credit (see chapter on Banks) when they see that the rapidity of 
circulation is increasing to a disquieting extent, or, on the other hand, 
when the crisis is imminent, by hastening to the rescue of the houses 
that will be the first to succumb, and whose fall will precipitate the 
general crash. Legislation, too, can perhaps exercise preventive 
action, either by controlling the issue of shares in new undertakings, 
or by regulating dealings on a time basis. 

If this last explanation is the true one, however, the remedy is more 
doubtful, for the evil is more psychological than economic. It is 
rather a question of education, a case for teaching the public not to 
believe that because a share goes up they must buy it, and that 
because it goes down they must sell it. This lesson teaches itself, 
in the sense that a bad sale, a fall in prices, the difficulty of pro- 
curing money, and the spectacle of failures, by frightening pro- 
ducers, cannot fail to check overproduction. Only, this remedy 
ceases to act as soon as the chilling effect of the shower-bath has 
ceased. Perhaps the most efficacious remedy would simply be a 
knowledge of crises sufficiently accurate to enable their return at 
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a definite time to be foreseen. For it is permissible to believe that 
a crisis foreseen and to some extent discounted, would thereby be 
either averted or at least much weakened. Yet we must not trust 
to that, for it often happens that the fear of an evil has the pre- 
cise effect of producing that evil! The Great War might probably 
have been avoided if everyone had not foolishly said that it was 
inevitable. 


CHAPTER II — ASSOCIATION IN 
PRODUCTION 

I. SUCCESSIVE FORMS OP ASSOCIATION 
m PRODUCTION 

"‘To-day, Good Friday,’" wrote Fourier in 1818, “I have dis- 
covered the secret of universal association.” This was a vain 
boast, for although he set forth the principle of association with 
remarkable vigour, he certainly did not discover it. Association 
is not the kind of phenomenon that requires discovery: it is patent 
to all eyes. It is probably the most general of all the laws that 
govern the universe, since it is manifested not only in the relations 
of men living in society, but also in those that unite worlds into 
solar systems, and molecules or cells into unorganized or organized 
bodies. It is seen even in the logical relations that enable us to 
think. Wild animals obey the laws of association, and some of 
these animal societies — those of bees, ants, and beavers — have 
been and will remain for men an inexhaustible source of instruction 
and admiration. 

Association is employed for all purposes, but we are only concerned 
here with association with a view to production, taking the word 
“association” not in the legal sense of a society bound together by 
contract, but in the economic sense of any grouping of individuals 
working for a common end. Association in this sense is necessary 
for men in all kinds of work that are too great for one man’s strength, 
even it it be merely the lifting of a weight, and also in such kinds of 
worfc as must necessarily be performed together because of their 
complementary nature, such as the work of the sower and the har- 
rower who covers up the seed, the reaper and the man who binds the 
sheaves, the driver and the fireman on the same locomotive. 

Association among men has passed through three stages: 

(1) First of all it was instinctive^ just like that of the animals. 
It is not only for fighting that men group themselves instinctively, 
but also for work and for play; they like working alone no more 
than they like playing alone. 

The most natural and evidently the first form of association was 
that of man and wife, parents and children. It will perhaps be said 
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that there is nothing economic about this, and that it is caused solely 
by the sex instinct and the maternal instinct. Yet marriage as a 
permanent union, and in any case the household, was originally essen- 
tially an economic association. When you asked the North American 
Indians why they married, they replied, “Because our wives go and 
fetch wood and water and food, and carry all our baggage.” It 
was most probably this economic aspect that made the family a 
permanent institution in a way that the sex instinct or the parental 
instinct could not possibly have done. 

(£) Association next became coercive, first in the shape of slavery. 
Slavery must be regarded, in fact, as a mere enlargement of the 
primitive family, determined by economic causes — the need to 
form a more powerful association. (The Latin term familia includes 
slaves, and the slave himself was called familiaris,) Nor is there 
anything surprising, at a time when wives themselves were often 
obtained by conquest — witness the rape of the Sabines — in the 
fact that conquest served also to introduce workers from outside 
into the family. They very often ended by becoming adopted 
members of the family, as we can see in the accounts written by 
travellers in Morocco not long ago, as well as in the old Greek trag- 
edies. 

It was this compulsory co-operation that enabled the men of old, 
yoked together in hundreds and moving in time to a brass instrument 
beaten by a sort of band-master, as we see in the Egyptian bas- 
reliefs, to build the Pyramids, or to row their galleys with three or 
four tiers of oars. 

With the introduction of serfage, association became less strictly 
coercive, at least to the extent that the personal relations between 
master and workman became milder. But, on the other hand, the 
bond between the worker and the land grew tighter, for the char- 
acteristic feature of serfage is that the serf was attached to the soil. 

Association still kept its semi-coercive character under the cor- 
porative or guild system. It was compulsory in the sense that no 
one could engage in work without belonging to the corporation or 
guild connected with that kind of work, and without conforming to 
the rules imposed by the guild, or later on by the government. 
But in this case the obligation constituted a privilege rather than a 
form of servitude. It was an advantage and an honour to be ad- 
mitted into the trade association that was called a guild. A can- 
didate was only admitted after ser^dng a long apprenticeship and 
undergoing a test of his ability by executing a “masterpiece,” Later 
on, the masterpiece was replaced by the payment of dues, which 
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grew heavier and heavier, and technical ability was less necessary 
for admission than money, favour, or relationship to one of the 
masters. Thus was dug the first ditch between master and work- 
man — a ditch that was gradually to widen into a gulf. The workers, 
called companions or varletSy saw the path to mastership closed to 
them — the path, that is to say, to independent production, — and 
were condemned to remain simple wage-earners for ever.^ Then 
it was that the guilds, which had become exclusively associations of 
masters, were opposed by associations composed entirely of workers. 
These were the earliest labour organizations, and they played a 
great part in the history of the working classes. 

(3) Thus the course of development which seemed in the Middle 
Ages as if it was going to unite capital and labour in the same asso- 
ciation, came to an end. None the less, it resulted in a new form of 
association — the one we have studied in the preceding chapter 
under the name of business: a larger or smaller grouping of individ- 
uals, of whom one, the employer, suppKes the capital, the tools, 
and the land, while the others, called wage-earners, furnish the 
labour. 

This system has done wonders in the matter of the production of 
wealth; but as a form of association it cannot be regarded as a 
mark of progress. On the contrary, it marks a step backward. The 
workers have not the very slightest feeling that they are associated 
in a common task with the employer and the shareholders, nor have 
they any longer any desire to be so associated. For, instead of will- 
ing agreement, this system has created a fierce conflict which is 
nothing else than what is called the social problem. 

Not only is there no longer a contract of association between 
workers and employer, in the definite legal sense of the term, involv- 
ing participation in profits and losses, in the work of direction, and 
in responsibility, but it is scarcely possible to distinguish even the 
appearance of any mutual agreement whatever for the hire of ser- 
vices. In fact, the so-called contract for labour is only an engage- 
ment or enlistment of it. 

We shall see later on, however, that legislation is tending nowa- 
days to give the wage s3^stem the character of a reciprocal contract 
by calling on the workers to share in the drafting of "‘workshop 

^ It would be incorrect, liowever, to think that the guild system ever included al 
the workers under its rule. It has been very well shown by M. Hauser {Omriers du 
temps passe) that such a generalization is very much exaggerated; but he seems in 
his turn to go to the other extreme when he declares that in the Middle Ages, ‘*free 
labour was the most usual system.” 
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regulations/’ and by awarding damages in cases of breacli of agree- 
ment. Moreover, the parties concerned — employers and workmen 
— are also tending to give the system some of the characteristics 
of association, by such institutions as the collective contract, profit- 
sharing, and co-partnership, to be dealt with later in the chapter on 
Wage-Earners. 

II. ASSOCIATION AMONG WORKERS 

Since the actual contract in business is only a bastard form of 
association — an association in fact but not in law, and compulsory 
rather than voluntary, — may we not hope that it will give place to 
a free and complete form of association, in which everyone will 
realize clearly that he is sharing in a collective undertaking in which 
he desires to co-operate? 

It is not impossible, of course; for that form of association is 
realized already in the workers" associations for 'production, or asso- 
ciations for co-operative production, which have been formed with 
the object of doing without the employer, so that the workers be- 
come their own masters and keep for themselves the produce of 
their own labour. 

France is looked upon as the birthplace of this kind of institution, 
and rightly so, for it was there that the first workers’ association for 
production was founded, in 1834, by a political writer named Buchez. 
But it was not till after the revolution of 1848 that any great activity 
took place in this direction. It is not for nothing that this date 
coincides with that of the advent of universal suffrage: the one in- 
stitution meant republicanism in the domain of government, and 
the other meant republicanism in the workshop. More than two 
hundred societies of this kind were then founded in France, and 
particularly in Paris; but they all died except three or four which 
are still in existence to-day. There was a revival of activity in 
1866-67, and of late years their number has rapidly increased, so 
that there are now about a thousand. Some of these societies have 
been very successful and have become important firms. Yet the 
whole lot together count hardly more than 50,000 members, and the 
total amount of their business does not reach £4,000,000. It is 
small-scale industry.^ 

The obstacles met with by co-operative societies for production 

^ [“A number of English experiments in co-operative production were made in 
cotton manufacturing between 1850 and 1860. But the difficulties consequent upon 
the American civil war ruined most of these enterprises, nor have they subsequently 
been revived on any large scale.” (Hadley, Economics, p. 380.)] 
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are very numerous and account only too well for their lack of sue- 

cess. 

(1) The first is their Imh of capital We know that if we could 
eliminate the capitalist from the business of production we could 
never eliminate capital; and large-scale industry requires nowadays 
even more and more capital. How is this to be provided by simple 
working men? A halfpenny at a time, deducted from their daily 
savings? That can be done, and is actually done in some businesses 
on a small scale, but only at the cost of heroic sacrifices: it cannot 
be counted on in a general way. Or are the capitalists to be asked 
for it? They will hardly be eager to invest their money in such 
uncertain undertakings. Nor, on the other hand, are the workers 
disposed to seek aid from the capitalists, since their object is simply 
to get rid of them. 

However, we shall not regard this diflSculty as insuperable. If 
workers’ associations are solidly organized and have once established 
their reputation, they will find means of borrowing all the capital 
that they require, either by setting up a common bank — there is 
one already in France — or by applying to the co-operative credit 
societies or the consumers’ co-operative societies, both of which have 
considerable amounts of capital to dispose of. 

(S) The second obstacle is the lack of emtomers. Workers’ asso- 
ciations are not generally well enough equipped to produce cheaply 
and for popular consumption on a large scale. Nor, on the other 
hand, have they generally a name or mark that is sufficiently well- 
known to attract rich customers. In France, fortunately for them, 
they have found customers in the shape of the State and the muni- 
cipalities, and it is owing to their orders that many of the French 
societies are able to exist. 

(S) The third obstacle is the lack of economic edimation among 
the working classes. This has hitherto led to three results. In 
the first place it has made it almost impossible to find among the 
workers men capable of directing an industrial undertaking. Sec- 
ondly, even if such men have been found, they have not been chosen 
and retained as managers, their very superiority becoming too often 
a reason for their exclusion. Finally, even when the workmen have 
accepted the leadership of these men, they have not had the widsom 
to assure them a share in the produce proportional to the services 
they perform, for the superiority of intellectual over manual labour 
is not yet sufficiently understood. None the less, great progress 
has been made: there are some associations that keep their managers 
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for life, pay them well, and even show no feeling of jealousy when 
they receive public honours or keep a motor-car. 

(4) The fourth and last stumbling-block is that these associations 
tend too often to set up afresh the same institutions that they proposed 
to eliminaie^ namely, the system of master and wage-earners. As 
soon as ever they succeed there is a great temptation to close their 
ranks, to refuse all new members, and to engage wage-earning workers; 
they thus become societies of small employers. That is the main 
charge brought against this institution by socialists, and it must be 
admitted that it is well founded. On the other hand, to ask w'ork- 
men who came in at the beginning and who have succeeded by dint 
of privations and perseverance in founding a prosperous business, to 
admit on an equal footing those who came in at the eleventh hour, is 
certainly to demand from them a rare measure of disinterestedness. 
Yet here,’ also, education is advancing, and these deviations from 
true co-operative principles are becoming increasingly rare. 

The creation of associations for production may be very much 
facilitated in the following ways. 

(1) By the system of profit-sharing, when the employer is willing 
to pave the way for his abdication by so arranging the sharing of 
profits that his workmen become his partners during his lifetime and 
his successors after his death. The most famous examples of this 
method are furnished by M. Godin in the Familistere at Guise, and 
by Mme. Boucicaut in the case of the Paris shops called the Bon 
Marche. 

(^) By the action of trade unions. Several co-operative pro- 
ductive associations in France owe their origin to trade unions. 
Ill this case, they do not set to work all the members of the organ- 
ization simultaneously, because they have neither enough capital 
nor enough markets for this, but only those workmen in the union 
who ask for work, and who are taken in turn. 

This trade union assistance, however, is tending to diminish, for 
the unions are becoming more and more hostile to the co-oper- 
ative productive association. They regard it now merely as a source 
of weakness to the syndicalist movement. As soon as workmen 
join a productive association, they say, they forget their class in- 
terests and think only of their co-operative interests: they seek 
only to make profits and, in case of a strike, to save their funds, 
becoming thus infected by the spirit of capitalism. 

(8) By consumers’ co-operative associations. When these are 
sufficiently developed and united into federations, they can give 
support to co-operative productive societies by lending them the 
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capital they need, and by providing regular customers for the purchase 
of their products — two of the very things they require to make 
them succeed. This is what is done by consumers^ co-operative 
societies in England.^ 

III. ASSOCIATION OF CAPITAL 

If free association has hitherto scarcely come into operation 
in the case of labour, it is quite otherwise with capital. Capital, 
in the shape of money or securities, enjoys a freedom and ease of 
movement that labour cannot possess, and this mobility is enor- 
mously increased by the development of credit. If workers or 
landed proprietors are to co-operate in a productive enterprise, it 
must be in the place where they are, and can therefore only include 
persons living in the same district. Labour cannot be transferred 
without the person of the labourer, and he is not easily uprooted 
from the spot where he has always lived; while as for the land, that 
is quite i mm ovable. Capital alone has the wings of an eagle, and 
can fly from the ends of the earth to any place where there is some 
profit to be made. 

Whenever a business assumes considerable proportions — and this, 
as we have seen already, is the general tendency — the entrepreneuf 
can no longer procure the necessary labour by himself. So a number 
of capitalists combine to provide the requisite capital, and the business 
is constituted as a joint-stock company. This system was invented 
in Holland in the eighteenth century, and has become extraordinarily 
common in our own day. 

The characteristic of this kind of society is that the capital re- 
quired by the business is divided into small parts — generally 500 
francs (£20) in France,^ and a pound in England, — which are called 
shares, or portions of ownership in the company.^ Thus a com- 
pany with a capital of a million pounds will issue a million shares of 

^ [We have omitted from this section a certain amoimt of detail relating to the 
working of co-operative production in France. Consumers’ co-operative societies, 
which are of more interest in England, are dealt with later on, in Book IV, Chapter I, 
Section III.] 

2 Only a quarter of this need be deposited, for the company to be legally constituted. 
And in the case of so-called “co-operative” societies the value of the share may be 
as low as 25 francs (£l) and the deposit merely a tenth of that sum. 

3 Legally, a share is not a portion of the joint-ownership of the capital of the com- 
pany, for this capital is not the joint property of the members: it belongs to the com- 
pany itself, which is legally a person, quite apart from the person of any of its mem- 
bers. But that is merely a legal fiction devised to facilitate the administration of the 
company; in reality, the company’s capital is collective property. 
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£l each. Each man will then take as many as he pleases, according 
to his means or the degree of confidence that he has in the under- 
taking; he may take a single share if he likes. It goes without 
saying that he will only receive a part of the profits of the under- 
taking proportional to the number of his shares: this part is called 
a dividend. But what particularly attracts the shareholder is that 
his liability and his risk are also limited to the amount of the shares 
he holds — which marks an essential difference between this and 
other associations. In England the word limited is imposed by 
law upon the titles of joint-stock companies. This dilution of the 
risk to an infinitesimal dose has made possible the most hazardous 
enterprises. Railways would never have been built, the Suez 
Canal would never have been dug, nor would the Channel Tunnel 
be possible, if limited liability companies had never been invented. 
For no capitalist could find the millions necessary for such under- 
takings, whereas when the risk is divided into an infinite number of 
parts it ceases to frighten even those whose purses are very light. 
In fact, only a few people were ruined by such a huge collapse as 
that of the Panama undertaking, to which £52,000,000 was sub- 
scribed almost entirely by small capitalists.^ 

These companies have other methods of attracting capitalists, 
large and small, besides that of ordinary shares. To the prudent 
ones who desire primarily a safe investment and a regular income they 
offer debentures, which differ from ordinary shares (though they are 
generally of the same value) in giving the right to a fixed income 
called interest, which is always paid, whether the yearns working is 
successful or the reverse. The debenture-holder is therefore a true 
creditor, who runs no risks unless the company becomes insolvent, 
and even in this case he gets paid before the shareholder. Con- 
versely, if a capitalist is of a more adventurous disposition, most 
companies offer him founder's shares, giving him a right to a share in 

^ We are far removed, therefore, from the days of Adam Smith, who said of this form 
of business: “The only trades which it seems possible for a joint stock company to 
carry on successfully . . . are those, of which all the operations are capable of being 
reduced to what is called a routine, or to such a uniformity of method as admits of 
little or no variation. Of this kind is, first, the banking trade; secondly, the trade of 
insurance .... thirdly, the making and maintaining a navigable cut or canal; 
and, fourthly, the similar trade of bringing water for the supply of a great city.” 
{Wealih of Nations, Book V, Chap. I.) 

What is there nowadays that is not done by the joint-stock method? Not long 
ago the Melbourne papers announced the formation of a company to exploit the 
magnificent voice of a young Australian singer. They had her trained, and £l shares 
were being quoted some years later at £S, 10s. 


ASS0CL4TI0N. OF CAPITAL 


147 


the profits only beyond a certain figure, and only after the ordinary 
sbarebolders Lave been paid. These, therefore, only suit those 
who have a firm and lasting faith in the future of the business. 

These joint-stock companies have developed so enormously every- 
where that they are tending to become the normal mode of production. 
Thousands of them are formed every year, and to-day they repre- 
sent thousands of millions of capital. They are not all new under- 
takings, of course; for many of them were started as individual 
enterprises, and found it advantageous to turn themselves into 
companies. 

A company generally possesses another distinguishing charac- 
teristic: it is anonymous. This means that it is not an association 
of persons, like the labour associations or co-operative societies of the 
preceding section, but an association of capital. Of course the 
capital has owners, but they do not count; their names may be known, 
if they are inscribed on the shares, but if they are ‘‘bearer” shares, 
as is becoming more and more common, the anonymity is complete. 
This is the last word in capitalist association — no longer an asso- 
ciation of men, but one of money-bags. 

Yet of course there must be someone to direct the business. 
There is a small body of directors, with a chairman at their head, 
but even their liability does not extend beyond the amounts of their 
holdings, except in case of serious faults. They are the representa- 
tive government of the company, elected by the general meeting 
of the shareholders, and only bound to render an account of their 
charge once a year. No other effective control can be exercised 
by the shareholders. 

It is not only in the production of wealth that a revolution has 
been effected by the joint-stock system, enabling huge enterprises 
to be undertaken by the concentration of capital. The same thing 
is happening in the sphere of distribution, by an operation which 
looks at first sight like the opposite of the one just described — the 
division of the ownership of capital into an infinite number of parts. 
But we shall meet with this again in dealing with Distribution. 

From the worker’s point of view, businesses run by companies 
generally offer more favourable conditions of labour, both in the 
matter of wages and in security of employment and welfare or- 
ganizations. Trade-unionists and socialists themselves willingly 
acknowledge their superiority, and ^^en regard the conditions pre- 
vailing in them as more favourable to their propaganda and to the 
development of solidarity among workers. 

Legislation has generally shown itself very favourable in all coun- 
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tries to associations of capital — much more so than to associations 
of labour or any other kind of association. Thus whereas in France 
societies of a commercial nature have always held a prominent 
place in legislation and the legal code, ‘"'non-profit-making” asso- 
ciations have been either definitely forbidden or tolerated at the 
pleasure of the government. It was not until 1884, as we shall see 
elsewhere, that the professional associations, abolished at the Revolu- 
tion, were restored under the name of “syndicates,” nor was it until 
1901, 112 years after the Declaration of the Eights of Man, and S2 
years after the establishment of the third republic, that the right 
of association was recognized for every citizen, and even then oifiy 
with numerous restrictions concerning the powers of acquisition 
possessed by these associations.^ 

Capitalist societies, on the other hand, have been able to increase 
their wealth without limit, and the legislator has not regarded them, 
at any rate up to the present, as a danger to the State. But to-day 
the point of view has somewhat changed, and a period of restrictions 
for joint-stock companies is probably about to open. 

These restrictions will be inspired by a fourfold purpose: 

( 1 ) Safeguarding the public, which allows itself to be led into 
temptation by the inducement of a profit that is always promised, 
not always realized, and subject to a very limited amount of risk. 
The ease with which the most extravagant undertakings can find 
credulous and enthusiastic subscribers as soon as the shares are issued, 
has long been observed and is illustrated, comically or tragically, 
every day. Even in the case of genuinely productive enterprises 
the public is very often cheated by the over-valuation of the actual 
capital. 

(2) Safeguarding the shareholders, and the debenture-holders as 
weU, both of whom, and especially the latter, are handed over to 
the tender mercies of the directors. This, however, is a matter of 
commercial law.^ 

1 [Similarly in England it was only after a long struggle that the right of combination 
was at length conceded to the workers. By Acts of 1799 and 1800 all combinations 
were declared illegal, and this prohibition applied in theory to associations of employers 
as well as of workers. These laws were repealed in 1824, though the right of asso- 
ciation was somewhat modified in the following year. The growth of the trade union 
movement (corresponding to the French “syndicates”) led to further concessions in 
1867, 1871, and 1876.] 

2 Debenture-holders are simply creditors of the company, and creditors for a very 
long term, for their repayment is spread over a period of half a century or more. Nor 
have they any control over the company, nor any regulax meeting where their opinions 
can be voiced. 
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(S) Safegtmrdmg the workers, — By a recent Frencli law^ com- 
panies are invited to establisli ^Tabour shares,” to participate in 
profits and management on the same footing as capital shares. 
This new kind of company remains optional at present. But other 
projected laws are pending to impose this form of workers’ par- 
ticipation on ail companies engaged in public services — mines, 
railways, tramways, etc. 

(4) Safeguarding the State, — There are many ways of doing this. 
The object of some is to curb the power of the companies lest they 
should become States within the State. Others aim at preventing 
foreign capitalists from getting a footing and laying hands on the 
national wealth by the formation of companies calling themselves 
“national.” Others, again, are directed against bearer securities, 
and would only permit the issue of shares bearing the owner’s name, 
the object being, first, to prevent the evasion of taxes, and, secondly, 
to enable foreign capital to be distinguished from native capital. 

We cannot here discuss these points. They are mainly legal 
questions, and readers must be referred to special works on the 
subject. We will only observe that since joint-stock companies 
are by their nature adapted to hazardous and speculative under- 
takings, there is a risk of removing the very reason for their existence 
if they are subjected to a too rigorous control. 

Some economists believe that the anonymous kind of company 
will become not only the typical form in all business, but will extend 
into every sphere of human activity, and notably into that of the 
public services. But that we do not desire. Anonymity — the 
association of capital alone, and not of individuals — removes all 
sense of responsibility, and though irresponsibility is a source of 
strength from the economic point of view, it is a mark of inferiority 
from the moral one. 

^ [For fuller particulars see the section on Profit-Skaring and Copartnership iri 
Book III, Part 11, Chapter III.] 



CHAPTER III — THE DIVISION OF LABOUR 

I. HISTORY OF THE DIVISION OF LABOUR 

If the labour that has to be performed is of quite a simple kind, 
such as digging the ground, lifting a weight, rowing a boat, or cut- 
ting wood, then the work does not lend itseK to any division at all: 
everyone performs the same movements on his own account. This 
we might call simple co-operation. 

But if the operation is in the least degree complex and comprises 
various movements, there is everything to be gained by splitting 
up what looks like a simple task when looked at as a whole. This 
is called division of labour; it might also be called co-ordinated co- 
operation. 

Adam Smith begins his classic work with an exposition of the 
division of labour, showing thereby the supreme importance that is 
to be attached to it.^ And since the days of this great man the 
scope of this law has been continually extending, not only from the 
economic, but also from the social, moral, and even philosophical 
standpoint. It stretches far beyond the walls of the workshop where 
Adam Smith first admired it. 

The division of labour, by its very definition, presupposes asso- 
ciation. But this association is not necessarily deliberate, nor even 
conscious: it may operate even without the knowledge of those who 
are taking part in it. It may be spontaneous and automatic. It 
is just that which gives it the character of a natural law. 

Division of labour is one of those rare economic phenomena — 
like saving — which are found among certain kinds of animals. 

We must distinguish several forms of division of labour, corre- 
sponding to the successive stages of economic development. 

(1) In the first stage — that of domestic economy — it exists 
only in a rudimentary state: every member of the community does 
a little of everything, and this ‘‘everything” is not very varied. 

^ The vocational division of labour, and its social utility, had, however, been re- 
marked on even in antiquity. Thus in the Republic Plato makes Socrates say : “ Things 
are made better and more easily when each man does what suits him best, and is freed 
from all other cares.” And the celebrated fable related by Menenius Agrippa to the 
revolting plebeians conveys the same truth. 
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Even here, however, division of labour appears already in tlie form 
imposed by nature — that of the differentiation of the sexes. 

But this primitive division of labour is far from corresponding 
to what we should nowadays regard as the aptitudes proper to each 
sex : namely, muscular work for men, and household duties for women. 
It was quite different from this. The man undertook the nobler 
kinds of work, such as fighting, hunting, and looking after the cattle, 
and the woman did the more menial tasks — not only housekeeping 
and weaving, but the labour of transport, like a veritable beast of 
burden, and even the labour of cultivation. Cura agrorum feminis 
delegata, ‘‘the care of the fields is left to the women,” said Tacitus, 
speaking of the Germans. And we see the same thing even to-day 
among all the native tribes of Africa. Woman was the first slave, 
and her first emancipation came from the introduction of real slavery 
— the enslaving of captives, — for it freed her from the crushing 
toil of turning the millstone and grinding the corn.^ 

(2) Next, under the system of domestic economy, certain kinds 
of work began to be specialized — notably that of the blacksmith, 
the most venerated task of all. It is the only trade, moreover, that 
was practised on Olympus, by that somewhat boorish figure, Vulcan. 
And since these first craftsmen could not obtain sufficient employ- 
ment in a single family, they would go from one to another, w^ork- 
ing for anyone who wanted them. 

This is the second phase of the division of labour — vocational 
division, or division into trades. At the same time, trades in the 
proper sense of the term were not formed until the wandering work- 
man settled down and set up a shop. 

Was this vocational division of labour due originally to the natural 
aptitudes of individuals? Possibly it was in the case of free workers. 
But it must not be forgotten that these free workers ’were rare. 
The slave had only to do what his master told him. And even for 
free men it seems more probable that tasks were assigned to each 

^ According to Biicher, the man’s business was to procure animal food, first by hunt- 
ing and later on by looking after the herds, while the woman procured the vegetable 
food, first by gathering fruit and later on by agriculture. Not long ago, in certain 
Arab tribes, women might have been seen harnessed to the plough along with an 
ass or a camel. This division of tasks does not seem to have arisen at all from any 
special aptitude on the part of either men or women, but to have been entirely re- 
ligious in its origin. Even in our own day, in the Breton island of Sein, says M. le 
Goflfic, “the field of human labour is thus divided: the sea to the men, the land to the 
women.” 

In any case the restriction of women to household tasks seems to have been a some- 
what late development, dating perhaps from ancient Greek times. 
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one for social, political, or religious reasons — witness the caste sys- 
tem — and that professional aptitude only came afterwards, through 
practice and hereditary transmission. 

The division of labour in its vocational form no longer necessi- 
tates association, for it means that the craftsman is separated from 
the primitive community and works on his own account. But 
it involves exchange instead, for obviously the specialist workman 
could do nothing with the produce of his labour if he had to keep 
it for himself: trade implies a shop, and sale implies customers. 

The result is such a difference between the two systems that 
it would be better, perhaps, not to call them by the same name. 
Instead of speaking here of the division of labour, we should rather 
call it the “specialization” of labour. 

Under the system of corporations or guilds the separation of 
trades becomes more marked, because each trade guild does only 
one kind of work, and the regulations themselves are jealously care- 
ful that everyone shall stick to his own special branch. The same 
industry is subdivided either into diverging branches (the wood trade 
being divided among carpenters, joiners, wheelwrights, etc.), or 
into successive divisions (the rough wood passing from the wood- 
cutter to the sawyer, etc.), and each branch forms a special trade. 
These subdivisions and ramifications go on continually, parallel 
with the multiplication of wants, each new want giving rise to a new 
trade.^ 

(S) But there comes a day when the trade turns into a manu- 
facture — when the craftsman has become a capitalist, and employs 
wage-earners. This is the third phase — the technical division of 
labour. All industrial labour, as we have already seen (see above, 
p. 87), is ultimately a series of movements. The complex move- 
ment is split up into a number of movements, each one as simple 
as possible, and each one is entrusted to a different workman, so 
that each has but one thing to do and that always the same thing. 
It was this kind of division of labour that struck Adam Smith for 
the first time when he saw the manufacture of pins, and inspired 
that admirable passage that is everywhere quoted.^ 

It should be observed that this kind of division of labour differs 
from the preceding kinds, which are natural and spontaneous, in 
having been invented or contrived, like all the movements of labour. 

^ This growing complexity in the division of labour might be represented by a dia- 
gram in the shape of a genealogical tree. The successive tasks in one industry would 
be inscribed in the vertical columns, and the collateral ones in the horizontal divisions, 

2 health of Nations, Book 1, Chapter I, third paragraph.] 
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With division of labour in the factory we leave the realm of ex- 
change, for there is no question of exchange when all operations are 
carried on in the same budding, or at any rate under the same man- 
agement. We get back to co-operation instead, as under the sys- 
tem of household economy or the familia of Roman slaves. All the 
workmen who take part in these tasks, each in his own department, 
cannot but see and know that they are co-operating in the same work, 
which is not the case with men practising different trades, except 
by a mental effort. 

(4) Lastly, when division of labour was thus elaborated in man- 
ufacturing processes, it was also extended by the development of 
transport and international exchange, so that we reach the fourth 
phase — that of international division of labour — whereby each 
nation devotes itseK more particularly to the production of those 
I commodities that seem best suited to its soil, its climate, and the 

peculiar qualities of its people. Thus England specializes in coal 
and cotton goods; the United States in machinery; France in ar- 
ticles of luxury; Germany in chemical products; Brazil in coffee; 

I Australia in wool; and so forth (see section on Protection). 

To tell the truth, the term 'division of labour’* is a little exag- 
gerated here; it is only in a metaphorical sense that the whole world 
is regarded as a workshop in which each race has its own special 
task- It would be more accurate to call it the localization of labour 
(see below, p. 165). 

I II. CONDITIONS OF THE DIVISION OF LABOUR 

I The greater the number of the separate tasks into which labour 

may be split up, the more perfect is the technical division of labour. 
But the number of workers will necessarily have to be proportionate 
( to the number of these distinct operations.^ Now it is clear that 

the number of workmen that a manufacturer can employ depends 
on the extent of his business. Similarly, in the case of vocational 
division of labour, an artisan or tradesman can only specialize in 
the production or distribution of any one article to the extent that 

^ It would be a great inistake to suppose that we could carry out the division of 
labour by employing a single workman for each distinct operation: many more than 
that are usually required. Suppose that the making of a needle involves three op- 
erations: one for the head, one for the point, and one for the eye. Suppose it takes 
10 seconds to make each point, 20 for the head, and 30 to pierce the eye. It is evident 
that two head-makers and three eye-piercers will be needed to keep pace with one 
point-maker. It is therefore necessary to have not three but six workmen altogether; 
otherwise the first one will remain idle for part of the day. 
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he can count on a sufficient number of customers. We can there- 
fore formulate this law — one of those rare laws that are undisputed 
— that the division of labour varies directly with the extent of the 
market 

It is for this reason, as has often been remarked, that division of 
labour hardly exists outside large centres of population, and is un- 
known in the country or the village. There you will find mixed up 
in the same shop, groceries, pork, children’s toys, stationery, and 
draper’s goods — all the articles which in a large town would be dealt 
with by as many different tradesmen.^ The reason is obvious: 
the village shopkeeper must engage in all trades for the very good 
reason that one alone would not suffice to procure him a living. 

On the other hand, when an industry succeeds in getting the whole 
world for its market, it can not only specialize in the production of 
certain articles that meet only a very limited want, because the im- 
mense number of consumers makes up for the smallness of the 
need, but it can extend the technical division of labour to its extreme 
limits, even in this specialized line. That is one of the reasons for 
the enormous power of large-scale industries and trusts, and it also 
explains why every country attaches so much importance to securing 
a large export trade. This export trade, by enabling its industries 
to carry out the division of labour to the greatest possible extent, 
will secure for it the industrial superiority that necessarily follows. 

A second condition is generally indicated as being indispensable 
to the division of labour. This is the continuity of labour. If labour 
is intermittent, in fact, since the workman cannot be left idle during 
the intervals, he must be occupied with other things and cannot 
therefore confine himself to a single occupation. That is one reason 
why agriculture lends itself so little to the division of labour, as we 
shall see later on. This condition, however, is less imperative than 
the preceding one, for a man can easily devote himself to different 
kinds of work, without losing the benefits of specialization, if they 
are not simultaneous but successive, and if they take fairly long 
periods of time. We might even say, on the contrary, that such a 
method forms a useful corrective for some of the drawbacks of con- 
tinuous division of labour. 

^ It might seem at first sight as if large stores like Harrod’s or Seifridge’s were in 
the same position, for they sell every kind of goods. But in reality they are nothing 
of the kind, for each department is specialized and constitutes, as it were, an independ- 
ent shop. 
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ni. ADVANTAGES AND DISADVANTAGES OP 
DIVISION OP LABOUR 

Division of labour increases the productive power of labour to an 
extent that surpasses imagination. This is easily explained in the 
case of vocational division of labour. 

(1) It creates a diversity of tasks, all different from the point of 
view of di ffi culty and of the strength or attention they require. 
This enables us to fit each task to the individual capacities of the work‘ 
men. Under a system in which division of labour was unknown, each 
man would have to produce according to his wants; where such di- 
vision exists, each produces according to his aptitude. We can thus 
utilize each man’s natural aptitudes, and avoid the waste of strength 
that results when everyone alike, whether strong or weak, ignorant 
or intelligent, has to perform the same work. We can avoid wasting 
the labour of the strongest or the most efficient on tasks too easy 
for them, and, conversely, wasting the labour of the weakest or the 
most ignorant on tasks beyond their powers. 

(^) The constant repetition of the same task gives every man a truly 
marvellous amount of dexterity, just as sustained and persevering 
application to labour of an intellectual kind develops his mental 
faculties and consequently his productive power to an extraordinary 
degree. Nowadays doctors, lawyers, painters, novelists, and scien- 
tists, all specialize. Each one finds it to his advantage to confine 
himseK to a little corner of human knowledge, so that he can explore 
it more thoroughly and get more out of it. 

But as far as division of labour in the workshop is concerned, the 
reason for its power of increasing the product is not so obvious, for 
it is not easy to see why ten men together should be able to produce 
more than ten men apart. If one man can only lift a load of two 
hundredweight, we cannot think that ten men together will lift more 
than £0 hundredweight — on the contrary, part of the collective 
effort will be wasted. 

This is because we are dealing here with simple co-operation, which 
merely adds one unit of strength to another. But complex co-oper- 
ation does really multiply man’s strength, for the following reasons. 

(a) The most complicated piece of work can be split up into a 
series of very simple movements, which are almost mechanical, and 
therefore very easy to execute. This facilitates production to an ex- 
traordinary extent (see p. 152). 

By this means we may even reach such simple movements that 
human intervention is no longer necessary for their execution — 


15$ 


THE DIVISION OF LABOUR 


a machine can do them. And it is, in fact, through this process of 
technical analysis that tasks which seemed at first sight extremely 
complicated, have come to be performed by machinery.^ 

(b) The continuity of labour results in a saving of time. A work- 
man who often changes his work will lose each time not only the 
interval occupied in passing from one operation to the other, but in 
particular the time necessary for getting started. Ks it was admirably 
expressed by Karl Marx, division of labour ‘‘closes the pores’’ of 
the day’s work. 

Over against these advantages it has long been customary to set 
the following serious drawbacks, and to denounce them. 

(а) The degradation of the workman, who is reduced to a purely 
mechanical r61e through the repetition of the same simple movement, 
so that all apprenticeship is rendered useless. Time after time has 
Lemontey’s saying been repeated: ‘Tt is a sad confession for a man 
to make that during his whole life he has never made anything but 
the eighteenth part of a pin.” And a more illustrious man than 
Lemontey, the very man who first showed the importance and the 
advantages of division of labour — Adam Smith — used still harsher 
terms when he said: “The man whose whole life is spent in performing 
a few simple operations .... generally becomes as stupid and 
ignorant as it is possible for a human creature to become. 

(б) The extreme dependence of the workman, who becomes in- 
capable of doing anything but the particular and special operation 
to which he has become accustomed, and who is therefore always 
liable to dismissal or unemployment. Just as the parts of a com- 
modity that he makes are of no value except when put together into 
a whole, so the workman himself is only of value as a cog in the great 
industrial machine; separated from it, he runs the risk of being 
good for nothing. 

At the time when these arguments were formulated they had con- 
siderable weight; but they are somewhat out of date at the present 
day. 

(1) To begin with, there are no longer any workmen who spend 
their lives in making the eighteenth part of a pin, because pins 
nowadays are made by machinery. It is true, however, that other 
instances can be cited, even if Adam Smith’s famous example has 
become obsolete. Thus the manufacture of boots and shoes may 
involve 72 different operations, and that of watches, more than 300. 

^ Tie invention of the principal machines — for weaving, spinning, and so forth 
— took place exactly at the highest point reached by division of labour in manufacture. 

® [Wealth of Nations, Bk. V, Chap. I.] 
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B.iit for all that, this division of labour in these much-divided 
industries affects machines rather than men, each machine being 
allotted one particiilaF operation, while the man has nothing to do 
but to guide it. In fact, as soon as a technical operation has become 
simplified to the point of being purely mechanical, the worker is 
quickly replaced by a machine, for in such a case it is always econom- 
ical to make this substitution. Now looking after a machine is 
often a tiring kind of work — not because of any muscular effort 
involved, but owing to the nervous tension it demands, — but it is 
not, as a rule, degrading. The machine of the present day is not 
like the machine employed at the beginning of the era of mechanical 
industry, which could be run by any worker, man, woman, or child: 
it is an instrument of precision, and may be compared to a thorough- 
bred horse that can only be ridden by an experienced horseman. 

No doubt there are still many degrading occupations, but this is 
not because the manual labour attaching to them is divided; it is 
because there are many kinds of work which, though necessary, will 
unfortunately be always unenjoyable, owing to their very nature. 
The work of the road-sweeper, or the dock labourer, or the stone- 
breaker by the roadside, is not divided at all: is it any more recre- 
ative than that of a workman who is always making bolts 

(2) Again, the use of machinery has resulted in a limitation of 
the hours of labour, and this gives the workman leisure for the 
recreation of body and mind. So if there is perhaps more monotony 
than there used to be in his daily work, there is less in his life, which 
is richer and more varied. Now it has been remarked by Roscher 
that if it is true that variety is one condition of happiness, it must 
be sought for not so much in labour as in the part of life that lies out- 
side the hours of labour. 

The specialist workman of to-day has fifty or sixty hours of free- 
dom a week at his disposal, not including his hours of sleep, and he 
can employ them in all manner of ways in his domestic, political, 
trade union, religious, and intellectual life; he can read the papers, 
go to the pictures, to a concert, to church — too often, indeed, he 
goes to the public house. He leads an infinitely richer and more 
varied life than did the workman of bygone days, or even than the 
rural labourer of to-day, who yet is not subjected to the division of 
labour. 

Vocational instruction is another corrective of division of labour, 
by enabling the workman to understand and pass beyond the frac- 
tional task that devolves upon him, by integrating that task in the 
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collective work of wMcli it forms a part, and by making tlie work- 
man conscious of his share as a co-operator in the completed work. 

It should be observed that the criticisms mentioned above are 
levelled only against the technical division of labour, while the vo~ 
cational division, through specialization of functions, trades, and 
studies, has rarely laid itself open to the same complaints. Yet 
there is no lack of specialized trades as narrow and wretched as the 
minutely divided tasks of the workshop. The typist who taps on 
a machine has a scarcely less monotonous task than the workman who 
hammers the heads of pins. And what is to be said of the hours 
spent by the heads of the State in signing their names 

It is just here, in our opinion, that there is most cause for anxiety. 
It should not be regarded as a very desirable ideal that every man in 
a nation should be a man of one trade only, so that he bears in mind 
and body the indelible mark of his professional work. Some harm 
must result therefrom, we believe, to the complete development of 
the human personality, and even to social progress; for society 
would be threatened in this case with a stereotyped system like the 
caste system. We are much inclined to agree with M. Espinas that 
‘'the capacity for isolation is only a very inferior characteristic of 
individuality,” or even to go farther and call it a characteristic proper 
to the savage; and the “noble savage” is assuredly not the ideal 
type of humanity to-day, as he was for the writers of the eight- 
eenth century. But, all the same, the capacity for changing one’s 
trade or profession is a mark of strength and superiority in men. 
Most of the men who have reached the highest positions in the 
United States have practised a score of trades in the course of their 
life. It is the mark of a dynamic and progressive society to be able 
to utilize all its members for a number of purposes, and the only 
means of attaining this end is to maintain, alongside of and above 
the vocational instruction necessary to turn out good workmen, 
the general culture that produces men — the culture that is so well 
described by that fine old academic term, “the humanities.” 

It is to be feared also that vocational specialization does not 
altogether accomplish the moral end expected of it — that of de- 
veloping solidarity and altruism by teaching individuals that they 
cannot do without each other, any more than the organs of the body 
can, and that they ought to put into practice the fable of the Blind 
Man and the Paralytic: 

“ 111 walk for you, and you must see for me.” 

On the contrary, vocational division of labour has a tendency to 
create a corporate feeling which is almost always in conflict with 
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the general interest. Therein lies a grave social danger. Society as 
a whole is, as it were, besieged by the harsh demands of professional 
organizations — those of agriculturalists, manufacturers, civil ser- 
vants, the nautical interest, miners, and so forth. So alive are the 
workers themselves to this danger, so far as it concerns them, that 
they have tried to draw together and subordinate the corporate 
interests of each trade in larger organizations hke the General Labour 
Confederation of France. 



CHAPTER IV — THE CONCENTRATION OF 

PRODUCTION 

I. THE STAGES OP INDUSTRIAL EVOLUTION 

We saw in the first chapter of Part II how the balance between 
wants and production is maintained — and sometimes broken. But 
we must now place ourselves at the dynamic instead of the static 
point of view, and see how production is able to follow the con- 
tinually upward movement of wants. To accomplish this, it has 
had to pass through various forms. 

The German historical school, among its other merits, may claim 
that of having discovered and distinguished the successive types of 
industrial evolution. Six of these may be fairly clearly distinguished. 
They are as follows: 

(1) Family or home indtistry. — This system prevails not only in 
primitive societies but even in those of antiquity, and extends down 
through the days “when good King Arthur ruled this land’’ into the 
first period of the Middle Ages. People are divided into small and 
economically independent groups, sufficient unto themselves, and 
producing hardly anything but what they consume. Exchange and 
division of labour exist only in a rudimentary form {History of the 
Division of Labour y 

Each group consists of a family. This term, however, must be 
taken in a far wider sense than it now possesses. Not only was the 
patriarchal family much more numerous than our modern families, 
but it was even artificially enlarged by outside elements — slaves, 
and, later on, serfs — which were incorporated with it. Slaves were 
legally described in Rome by the term familia. To this same eco- 
nomic period belong the villa of the wealthy Roman landowner 
with his army of slaves engaged in all kinds of trades, the manor or 
lordship of the feudal baron with his serfs, and the monastery with 
its vast estates, supplying all intellectual needs by means of its 
copyists and illuminators of manuscripts. Traces of the survival 
of domestic industry may still be found in our villages and small 
country towns, where bread-making, pork-butchering, jam-making, 
and laundry- work are carried on “at home.” 

{%) The travelling worhnan, — In the system of home industry 
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a certain amount of division of labonr is already to be found. A 
day arrives wben some of tlie members of the family, as we saw 
in the last chapter, detach themselves from the group, like ripe 
fruit, and become specialist workmen, or craftsmen. But having 
neither capital nor business premises, or, at the most, only some 
indispensable tools, they go and offer their services from door to 
door. They work, therefore, on the consumer’s premises and with 
the raw material that he provides — at the farm smithy, for in- 
stance, and with the iron supplied to them, if they are blacksmiths, or, 
if they are tailors, with the cloth that the customer provides. This 
is what German economists call the hired labour stage. These 
craftsmen, however, are not yet “wage-earners” in the modem 
sense of the word, for they work for the public and not for a master. 

This method of working has not disappeared. Not only is it 
stiU practised on a large scale in eastern countries, especially in 
Russia, but we meet with it in our own country districts, where it is 
practised by the mender of kettles, the grinder of knives and scissors, 
etc., and even in our towns, where the dressmaker, the cook, and the 
professor of music or languages, still go from house to house. 

(3) The trade or craft. — The travelling workman one day settles 
down. He gives up being a hawker, and instead of going to his 
customer’s house he waits for the customer to come and find him. 
He is already a capitalist on a small scale, for he produces with tools 
and materials that belong to him; he has become what was called, 
under the guild system, a master. Yet still he hardly employs any 
paid labour, but only that of the members of his own family or of 
apprentices. 

This new phase is closely connected with the growth of towns, 
and it is particularly characteristic of the Middle Ages. The artisan 
or craftsman works only for the little market of the town where he 
dwells, and reserves it for himself with jealous care. He asso- 
ciates himself, for mutual assistance and defence, with other workers 
in the same trade as his own, and together they constitute those 
corporations or guilds that play so important a part in the economic 
history of the Middle Ages. 

(4) Business enterprise. — The craftsman played a splendid part 
from the political as well as from the economic point of view, as we 
can see by recalling the heroic struggles for freedom made by the 
town communities of the Middle Ages. But he found his influence 
diminish as the town market grew larger and became by degrees 
a national market — or, in other words, when the great modern 
States were formed. He found himself faced by the competition of 
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merchants coming from other places, and, even from abroad, on the 
occasion of the great fairs. Then he tried to sell beyond the limits 
of the town; but for that he had to resort to an intermediary. It 
was this intermediary who was in time to play the leading part on 
the economic stage, but he appeared at the beginn i ng only as a 
merchant and not as a manufacturer. 

As soon as ever the craftsman took the entrepreneur for his prin- 
cipal (and before long for his only) customer, and as soon as he lost 
touch with the public, he lost his independence: he had a master. 
His dependence increased when this same merchant furnished him 
with the raw material necessary to his industry, and sometimes even 
leased to him the instruments of his labour. Then, having no longer 
either free ownership, or raw material, or the produce of his labour, 
or (sometimes) any tools, the craftsman lost all the characteristics 
of an independent producer. He had already become merely a 
wage-earner, and the entrepreneur had become the master.” 

The tragic development summarized in these few lines occupied 
several centuries. In England, in the textile trade, it was not com- 
pleted till the eighteenth century. The system still obtains in the 
silk-weaving industry of Lyons, where the weavers own their looms, 
it is true, but receive the silk from their masters, weave it at home, 
and hand over the completed fabric to the master — who is wrongly 
called a manufacturer, for he is really only a merchant} 

This is not to say that every craftsman has disappeared in modern 
times. Every one knows that in the largest towns as well as in the 
villages there are still many of these small independent producers 
who work directly for their customers — locksmiths, painters, 
watch-makers, tinsmiths, electricians, and so forth — but who are 
small merchants rather than manufacturers. They hardly do more 
than put together the parts they have bought, or carry out small 
repairs in our homes, generally under the most burdensome and 
anti-economic conditions. 

(5) Manufacture, — The craftsman, though robbed of all the 
attributes of an independent producer, stiU worked in his own home, 
and this preserved for him a certain amount of independence, giving 
him at least the free use of his time and control over his own labour. 
But this privilege he was destined to lose. In fact, the intermediary, 
or entrepreneur, lost no time in gathering together the workers 
scattered about in the same locality. He obtained various advan- 
tages from this plan, and notably that of being able to establish s, 
skilful division of labour among them, so as to multiply their pro- 

^ [The system survives also in England, particularly in the clothing trades.] 
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ductive power while lowering the cost of production (see above). 
Another important advantage was that this plan, enabled him to 
use the steam-engine. There you have the intermediary turned 
manufacturer. But this manufacturer had to be a big capitalist, 
for his precise function was to provide ail the workers in his employ- 
ment with the capital that was indispensable to production. So 
this fifth phase could only begin when large quantities of capital 
had been amassed in the hands of the great merchants. 

This transformation began to take place in about the sixteenth 
century. The more perfect organization of manufacturing industry 
did not succeed without a struggle in eliminating guild industry and 
conquering the markets that were closed to it by the guild regulations. 
In France nothing less than State intervention was required — 
notably under Sully and Colbert — to create manufactures with 
special privileges, some of which, such as the Gobelin tapestry 
manufacture and the Sevres porcelain works, have remained State 
industries to this day. Government intervention was not necessary 
in England, because her exportation to the colonies and to foreign 
countries sufficed to enable the new manufactures to be established 
and to break down the walls of the guild organization. 

Manufacture possessed already all the marks of modern business 
enterprise from the economic point of view — the separation between 
master and man, between capitalist and proletarian. But from the 
technical point of view it had not yet acquired its characteristic 
feature — the use of machinery. Manufacture, indeed, as the name 
indicates, is really hand labour. Still, it was already employing 
machines. Looms were already complicated machines, but they 
were worked entirely by human strength, and this prevented pro- 
duction from extending beyond fairly narrow limits. 

(6) The factory system. — But at the end of the eighteenth century 
motive power appeared in the form of the steam-engine, and manu- 
facture became a matter of machinery.^ And so we reach the 
typical form of modern industry, and the last phase of its devel- 
opment — except for those that are yet to come. 

The employment of the steam-engine has resulted in the accumu- 
lation of masses of workers in the same spot in ever-increasing 
numbers, night labour, regulation of an almost military character, 
the employment of women and children, and a difficulty in slackening 
or stopping production in case of a falling-off in demand, leading to 
overproduction and crises. 

^ M. Vandervelde suggests that the term machinofcuiiure should be used, in dis- 
tinction from manujaciure. 



im THE CONCENTRATION OF PRODUCTION 


Here, tlien, tMs rapid historical sketcli must end. With the com- 
ing of the factory system we reach the existing economic order of 
things — what socialists call the capitalist fegime:, not only because 
this type of business involves a greater and greater accumulation 
of capital, but because it involves, according to them, a separation 
or cleavage of society into two strata that grow more and more 
opposed to each other. These are the proletariat beneath, whose 
labour is its only means of Kvelihood, and, above this, a crowd of 
large and small capitalists who hire the labour of millions of men to 
whom they pay wages, employing them at their pleasure, and nat- 
urally keeping the profits for themselves. 

' II. CHARACTERISTICS OF MODERN INDUSTRY 

These may be summed up as follows : 

(1) The use of capital and manual skill in large quantities, the 
proportions of these two factors varying very considerably in dif- 
ferent industries. In such an undertaking as the Suez Canal the 
proportion of labour (for towage, dredging, and pilotage) is in- 
significant in comparison with the capital required at the beginning 
and even with the exploitation capital. 

(2) Increasing specialization of industry, through the application 
of the law of division of labour (see above). A manufacturer who 
devotes himself entirely to the production of a single article is nat- 
urally in a better position to improve his methods of production so 
that they become more and more perfect. Thus not only does 
watch-making constitute a special industry, but within this industry 
some workers will be engaged on watches, others on cuckoo clocks, 
and others again on alarm clocks; and in the department of watches 
themselves, one manufacturer wiU confine himself to watches of 
great accuracy, and another to cheap machine-made watches. So 
also in commerce, in large towns there will be one shop solely for 
bronze goods, another for baskets, another for trunks and travelling 
accessories, and so forth. 

(3) Standardization in production, or production in sets — the 
reproduction of thousands of objects of a uniform character, resulting 
in a great saving both in manufacture and in the case of repairs; 
being identical, the different pieces are also interchangeable. If, 
for instance, American motor-car factories can sell their cars at very 
much lower prices than French factories, it is because they only 
turn out one model while each French firm turns out eight or ten.^ 

^ Thus it is that if the Ford works can sell their cars at a price that “defies all com- 
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It is tlie same with the English ship-building yards: they build 
ships in sets, and this enables them not only to build them cheaply 
but to deliver them quickly, whereas the French ship-yards turn 
out only a few ships, and these all of different types according to the 
individual tastes of their customers. 

(8) The localization of industries has nothing to do with their 
specialization, or even with their concentration, though it may lead 
to a certain amount of confusion with both these aspects of in- 
dustrial development. 

It would seem to be to the interest of similar, and therefore com- 
peting, industries to get as far away as possible from each other, 
so as not to have to fight for the same customers. Yet just as in 
our towns we still find old streets bearing such names as Shoe Lane, 
Bread Street, Ironmonger Lane, and Milk Street, showing that 
craftsmen and merchants were once grouped according to their 
trades, so to-day we see certain industries attached to certain dis- 
tricts. Thus in France we have the silk trade of Lyons, the woollen 
manufacture of Roubaix, and the watch-making of the Jura; and 
in England the Lancashire cotton towns, the woollen trade of the 
West Riding of Yorkshire, the silk industry of Macclesfield and 
Coventry, and so forth. 

What are the causes, then, that counteract the centrifugal influ- 
ences of competition and determine the localization of industries? 

The commonest cause is the proximity of raw material or of motive 
power. It stands to reason that a sardine-tinning factory can only 
be set up at a port owing to the difficulty of transporting and pre- 
serving the fish, and that metal works must be as near as possible 
to the deposits of ore or of coal, owing to the cost of transporting these 
heavy materials.^ The localization of industries is scarcely influenced 
at all by the proximity of labour, and not at all by that of capital, 
owing to the mobility of these factors of production. Hydro-electric 
factories are set up on water-courses and at the foot of waterfalls. 

Ease of transport may attract an industry to the banks of a river 
or to a sea-port. 

petition,” as tlie saying goes, it is not only because they sell upwards of 5,000 cars 
a day, but especially because they are all of the same model. 

This superiority of standardization — of a single model for every kind of manu- 
facture— is fully recognized by French manufacturers, but its carrying out in the 
home market is difficult by reason of the vanity of the French consumer, who desires 
to be different from his fellows — which is not the least tiresome of the various forms 
of individualism. 

2 These works used to be attracted towards the coal, but now that the smellers 
have learned how to use less coal, they tend rather to approach the ore deposits. 
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Some influence is exerted also by climatic conditions. Lancashire 
is said to owe its superiority in spinning to the dampness of its air, 
which enables finer threads of cotton to be obtained than are easily 
obtained elsewhere. In the same way the superiority of certain 
German beers is due to the natural qualities of the water of that 
country. 

But it must be admitted that in the majority of cases we cannot 
discover the reasons why an industry has been developed in one 
place rather than in another- The creation of an industry is due 
most often to individual initiative^ and we can sometimes fix the date 
and follow the history thereof. Yet this initiative only becomes 
general when it finds a favourable environment, just as the seed 
chance-sown by the wind can only germinate and multiply if it 
lights on a favourable soil and atmospheric conditions suited to its 
nature. Certainly there was no predestination determining that 
the Kttle town of Saint-Claude, in the French Jura, should specialize 
in diamond-cutting and the manufacture of pipes, for the raw ma- 
terials of these industries had to be brought from abroad. But these 
industries, once established, were supported by the natural qualities 
and habits of life of the highland population. 

As for the centrifugal influence of competition, this only affects 
sales on the spot and by retail, and even there it may be neutralized 
by a certain commimity of interests and wants, constituting precisely 
what are called corporate interests, so that even in this case the force 
of attraction may overcome the force of repulsion. 

(5) Simultaneously with this marked tendency to specialization, 
and by what seems at first sight to be a development in the opposite 
direction, more and more factories nowadays are annexing all in- 
dustries that are closely related to their own. This is called the 
integration of industry. It proceeds in an upward, downward, or 
lateral direction, according as the annexation applies to under- 
takings that supply the raw material, those that transform the 
manufactured article, or those that do similar work. The Krupp 
Company, besides its workshops at Essen, where they make guns, 
armour-plate, and everything that is made of steel, also owns and 
works iron-mines and coal-mines, naval dockyards, and gas-works 
for its own consumption. The American oil trust manufactures its 
own wooden or iron barrels, its gigantic pumps, and its tank-trucks, 
and it owns a whole fleet for transport purposes. So a chocolate 
factory will have a carpenter’s shop for making its packing-cases, 
a paper-mill and a printing-works for making its boxes and labels, 
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and perhaps even cocoa plantations and ships to bring the raw ma- 
terial from abroad. 

The utilization of by-products is one of the most interesting forms 
of integration. Thus a wool spinning mill will have a chemical 
factory for dealing .with the substances extracted from the grease of 
the wool, and even a soap factory to turn these fatty substances into 
soap. So too a whole series of different industries will be created 
by a gas-works to make use of all the by-products derived from the 
distillation of the coal — coke, dyes, perfumes, explosives, and drugs. 

Integration is no enemy to specialization. Each separate work- 
shop in the factory, like each department in a large store, is spe- 
cialized, and retains its technical independence. In a large shop or 
store you have a silk department, a linen department, a carpet 
department, and so on, each with its own staff and its own special 
buyers. These special departments, however, instead of being dis- 
persed in different hands, are grouped under one management and 
mutually support each other. Integration of production is merely 
a higher degree of specialization, or what we might call co-operative 
specialization. 

Co-operative societies also furnish a remarkable example of 
simultaneous concentration and integration, in countries where they 
have reached a high stage of development. Societies that are simply 
retail shops combine to form powerful federations for purchasing 
wholesale; these federations then begin to manufacture the goods 
that they sell in their shops, and even to start agricultural under- 
takings for the production of the necessary food-stuffs for the con- 
sumption of their members. 

The characteristics just enumerated are particularly those of 
large-scale industrial production, but they are not all to be found in 
large-scale commerce or agriculture. The first one alone — the 
concentration of capital and labour — is common to all forms of 
large-scale production, but machinery is useless in large stores and 
occupies only a small place on large farms. 

Specialization is very common in agriculture in the form of “mono- 
culture” — the specialization of certain regions in the production 
of early vegetables, flowers, butter, and particularly wine, — but 
this is scarcely distinguishable from localization. 

III. THE LAW OF CONCENTRATION 

We have just seen that, in order to provide for growing wants and 
to supply a market that is constantly widening, production tends to 
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develop from the humblest individual or family systems up to the 
^eat business enterprise with its thousands of workers and its mil- 
hons of capital. This tendency to concentrate the maximum of 
productive power on one spot is called the law of concentration. 

Great importance is attached to this law by economists and 
sociahsts alike — it is one of the rare points on which these two are 
in agreement. They consider it to be abimdantly proved, and thinh 
that it is destined more and more to rule the economic world. Whv 
is this? 

In the first place, it is because of the economic superiority of 
large-scale production. By grouping together all the agents of 
production labour, capital, natural agents, and site — it succeeds 
m making better use of them; that is to say, in obtaining the same 
quantity of wealth at less expense, or, what comes to the sarnp thing, 
in producing more at the same expense. It is not surprising, there- 
fore, that the superiority due to tMs saving in the cost of production 
enables big establishments to compete successfully with «rr,cll ones, 
and seems as if it must gradually eliminate them. 

The advantages that lead to the tendency to produce on a large 
scale are as follows: 

(a) Economy of labour. — This means the possibility of establishing 
a more perfect division of labour, and a better use of time. In a 
^all shop the time of each assistant often remains unoccupied. 

ake for mstance a himdred business houses, each employing ten 
assistants. Combine them into one establishment, and each em- 
ployee, being able now to work continuously, can do twice or three 

times as much work, and therefore takes the place of two or three 

workers. 

(h) Economy of space. To obtain a hundred times more room 
m a shop or a factory it is not necessary to occupy an area a hundred 
tunes as large, or to employ a hundred times as much building ma- 
terial. Geometiy tells us that when the volumes of two cubes 
are as 1 to 1,000, them surfaces are as 1 to 100; and it is the surface 
alone that is expensive. Moreover, apart from mathematics, ex- 
perience shows that the cost of a building or the rent paid for the 
/ increase in proportion to the area occupied. 

(c) conomy of capital. A powerful steam-engine consumes 
tar less coal, relatively, than a weaker one, because it makes better 
use of the power: the difference may even be as much as ten to one. 

It IS much more economical to use a big ship than one of small ton- 
nage: It means a lower cost of production per ton, less space wasted 
m loading, a .smaller crew to be paid, and so forth. And the by- 
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products of manufacture can only be economically utilized when 
large quantities are being dealt witla, because otiierwise they only 
exist in minute proportions. 

A large shop can carry on with a very small amount of cash in 
hand, relatively to the amount of business done, for three reasons: 
first, because it buys its goods in large quantities, or even has them 
made to order, and so has to pay out less money in procuring them; 
secondly, because these goods only remain in stock a few days, in- 
stead of for months or years as in the case of a small shop, and con- 
sequently the money paid out comes back much more quickly (£l00 
of capital is equivalent to £l,000 if it can be renewed ten times as 
quickly); and, lastly, because big businesses can get the capital 
they require more cheaply than small ones, for, having more credit, 
they generally pay a lower rate of interest. 

If we enquire into the effects of the law of concentration from the 
social point of view — either upon the consumers or upon the workers 

— we must affirm that, on the whole, they are favourable. As a 
rule it gives consumers the benefits of cheapness and speedy satis- 
faction of their wants, while the workers obtain higher and more 
stable wages, and healthier and less uncomfortable conditions of 
work — advantages that small-scale industry cannot give. The 
time is past when factories could be called “capitalist prisons.^’ 

Trade unions favour large-scale industry for another reason also: 
because they regard it as the most favourable environment for the 
development of syndicalism and even socialism, for by gathering 
workmen together in huge masses and by their working together it 
helps to create “class consciousness” in the working population. 

A beginner might imagine that socialists would be hostile to large- 
scale industry because it necessarily tends to extend the wage-system 
by progressively absorbing all who produce on their own account 

— small artisans, sniall shopkeepers, small landowners, all inde- 
'pendent producers — and turning them into proletarians reduced to 
hiring out their services to large businesses managed by big cap- 
italists or joint-stock companies. 

But the fact is quite otherwise. It is owing to this resulting in- 
crease of proletarianism that the law of concentration is so dear to 
the hearts of Marxian socialists, and it is for this reason that until 
quite recently they made it the corner-stone of their doctrine. It 
is because they think that when the law of concentration has gathered 
all the instruments of production into the hands of a few individuals 
and reduced the whole mass of independent producers to the position 
of wage-earners, the capitalist edifice will then be like a pyramid 
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resting on its apex — the slightest push wiil overturn it. AU that 
will be needed then will be to expropriate the property of those few 
big capitalists for the general benefit, without having to make any 
other change in the organization of production. Even trusts are 
welcomed by collectivists because they regard them as the first 
step on the royal road that leads directly to collectivism. 

Moreover, socialists have a great admiration for large-scale in- 
dustry because of its power of organizing large numbers, its domina- 
tion over natural forces, and the wealth it has succeeded in creating; 
they profess a sovereign contempt for small-scale production and 
individual enterprise. “Such a system,” says Karl Marx, “excludes 
concentration, co-operation on a large scale, machinery, the skilful 
domination of man over nature, harmony and unity in the purposes, 
the means, and the efforts of coUective activity. It is compatible 
only with a narrowly confined state of production and society. To 
perpetuate the system of isolated production would be to decree 
mediocrity in all things.” 

If large-scale industry, however, has met with the almost unani- 
mous approval of socialists and economists, yet the opposite system 
stiU has its champions, particularly in the “traditionalist” schools; 
but it finds them also among co-operators, and we are not among 
those who wish to see it perish. 

We may observe, indeed, that the system of small-scale industry 
— we are not speaking of home industry, which is merely an extension 
of the wage system — is more favourable to a fair distribution of 
wealth, and therefore to social peace. By reason of its extreme 
simplicity it prevents most of the conflicts that arise nowadays 
between the different classes of participators, and notably between 
labour and capital. It does not bring about the rule of absolute 
equality — wMch is scarcely to be desired — but it recognizes no 
other inequality than what results from the inequality of the land 
and instruments of production employed, or from the good and 
evil chances that are intimately bound up with all human affairs. 

Even from the point of view of production, small-scale industry is 
not so feeble and out-of-date as it is supposed to be. Independent 
producers may combine and adopt some of the processes of large- 
scale production and the division of labour, without sacrificing their 
independence, their initiative, their responsibility, or their personal 
interest, all of which are powerful incentives to production, and 
always liable to be somewhat enfeebled by collective enterprise. 
What the great manufacturers do in their commercial agreements 
or trusts (to be dealt with presently), why could not the smaller 
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ones do also in the various kinds of co-operative associations for 
purchase, sale, production, or credit — associations that enable the 
countryman and the artisan to obtain some of the advantages of 
large-scale production? The law of concentration does not neces- 
sarily involve the destruction of the small producer, any more than, 
in the political sphere, it ought to involve the suppression of «rnc\\ 
states. It should aim at federating them. 

These, however, are a priori judgments and forecasts, dictated, 
perhaps, by individual opinions and hopes: what do the facts say? 

They say nothing very clearly. Statistics can always be turned 
against their users; every school finds in them more or less what 
it is looking for. What seems indisputable, however, is this: that 
the number of businesses is tending on the whole to increase rather 
than to diminish. None the less we must be in no hurry to conclude 
that the law of concentration is being disproved by facts; we must 
examine the figures more closely. 

To begin with, there is nothing surprising in the fact that the 
number of businesses regularly increases in every progressive society. 
We have seen that one of the signs of economic progress is the mul- 
tiplication of wants. Now each new want gives rise to a new industry. 
There is nothing there that contradicts the law of concentration. 

But if, instead of counting up all the businesses together, we look 
at each kind of industry separately, then the foreseen result appears 
clearly, namely, the progressive diminution of the number of establish- 
ments, along with an increase in the total production. This double 
movement is particularly marked in certain industries and com- 
mercial undertakings, such as mines, metallurgical works, maritime 
transport, banks, and the trade in fancy articles. 

The law of concentration appears just the same if, without thus 
discriminating between different industries, and taking only the 
total figures, we set against the number of establishments the num- 
ber of workpeople employed, the amount of capital engaged, and the 
value of the produce. We see then that for each establishment 
there is a greater number of wage-earners, a greater amount of 
capital, and a greater production.* 


^ In the United States a periodical return is made of figures relating to industrial 
production. The following are the figures for 1899 and 1914 for all the leading in- 
dustries together: 


Number of 
Establiskments 

1899 g07,514 

1914 275,791 


Number of Capital Production 

Workpeople (millions sterling) (millions sterling) 

4.712.000 1,860 2,184 

7.036.000 4,403 5,024 


This represents an average for each establishment of: 
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On tlie other hand, even in businesses that lend themselves best 
to concentration, development in the direction of large-scale pro- 
dnetion seems to be limited. Great stores like the Louvre and the 
Bon Marche in Paris seem to have reached a stationary state dining 
the last few years. The growth of social organizations, like that of 
living organisms, appears to be confined by nat'iire within certain 
limits. And, without insisting on this biological analogy, we can give 
an economic reason for this ; namely, that beyond a certain limit the 
proportion of general expenses increases instead of diminishing, and 
thus the economy of large-scale production disappears. It is not 
in the least that the economic causes indicated above are inaccurate, 
but that they come to be counterbalanced by other causes operating 
in an opposite direction, such as the cost of publicity and super- 
vision, loss through waste, and so forth. ^ 

We reach the conclusion, then, that if the law of concentration is 
to be regarded as true and as confirmed by facts, this is by no means 
to say that it should reach the extreme limit, which would mean the 
monopoly of a single colossal establishment that had absorbed all 
the rest. 

The law of concentration as expounded by Karl Marx is a pure 
myth. He held that it ought to result in the general expropriation 
of all the small producers by the large ones, these latter becoming 
gradually less numerous until they in their turn are ripe for social 
expropriation. But this doctrine is sufficiently discredited to-day, 
even among Marxian socialists. 

Moreover, there is a certain amount of confusion in this discussion 
as to the meaning of the word ^‘concentration,” for it may be taken 
either in the technical sense, referring to a mode of production, or in 
a legal and economic sense, referring to a method of appropriation. 
And concentration of businesses is a different thing from concentration 
of fortunes. 

Finally, there seems to be a kind of division of labour between 
large-scale and small-scale industry, each having its own particular 

Workpeople Capital Production 


1899 23 £ 8,960 £10,548 

1914 25 £15,920 £18,240 


Although, therefore, during this period of fifteen years the average number of 
workpeople has only slightly increased (in consequence, no doubt, of the employment 
of machinery), the figures expressing capital and production have nearly doubled. 

^ “In any country in any given condition of industrial development there is for 
each industry a size of business where the maximum net economy is reached, and be- 
yond which, unless supported by a legal or a natural basis of monopoly, it cannot grow.” 
(Hobson, Modern CajyUalism, V. 15.) 
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sphere. It is only in certain industries that concentration makes 
great strides — in mining, land and sea transport, banking, metal- 
lurgical industries, and to a smaller extent in textile industries. It 
does not develop at all in agriculture, whatever may be said to the 
contrary. Certain new industries, such as photography, electrical 
trades, and cycle and motor manufactures, have given rise to a large 
number of small subsidiary industries for providing accessories and 
repairs. In the primeval forest the older trees do not always stifle 
the younger ones beneath them: sometimes they give them pro- 
tection. 

In this chapter we are dealing with the law of concentration only 
in the first of the two senses mentioned above. The question of the 
concentration of fortunes will be treated of later on, when we come 
to the subject of Distribution. Now it is particularly in the second 
sense of the word that the Marxians have expounded the law of 
concentration. They regard large-scale business as an octopus with 
a thousand tentacles but only one head — which it will be easy to 
cut off when the right moment arrives. But even if it had only one 
head from the point of view of business management it would not 
follow that it had only one from the point of view of the ownership 
of the capital. The concentration of industries in the form of great 
companies does not necessarily mean the creation of a set of mil- 
lionaires, for the capital of these companies may be divided among a 
multitude of owners, in the form of shares. The system should be 
regarded as a hydra rather than an octopus — the Lernean hydra 
that had as many heads as armSy which made the task of Hercules so 
hard. 


IV. CARTELS AND TRUSTS 

We have already seen (p. 145) how the association of capital takes 
place in the form of joint-stock companies. We come now to a 
somewhat different kind of association, and one which is particularly 
characteristic of large-scale production. We are not concerned 
here with a single business financed by shareholders who are cap- 
italists but not producers, as in the case of joint-stock companies, 
but with associations formed by several businesses (which may or 
may not themselves be companies). These are the Trusts and the 
Cartels, as they are called in the countries where they originated 
— the United States and Germany. 

The cartel (charter, or contract), which may be defined as a pro- 
ducers' syndicate or commercial agreement, is the simplest form of 
association among producers. It arose from a reaction on the part 
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of producers against the ruinous competition that was going on among 
them, particularly in the production of homogeneous goods where 
rivalry was impossible in the matter of quality, so that manufacturers 
had no other means of attracting customers than that of lowering 
the price. This competition was bound to end in a glut in the 
market, and a crisis, with all the disturbances we have already de- 
scribed (p. 13S). The institution of the cartel, therefore, is inspired 
to some extent by a social interest and not entirely by a professional 
one. 

The cartel is a contract, or, more correctly, a treaty of alliance 
between producers, who are on an equal footing and preserve their 
entire independence except as regards the special points that con- 
stitute the object of the agreement. It leaves each business its 
individuality and confines itself to grouping the businesses with a 
view to their selling their products under the best possible conditions. 
With this object it employs methods that vary in different cases but 
which all have the same end: to prevent competition, or at any 
rate to regulate it. The means adopted are: 

(1) The delimitation of zones to be reserved for each of the parties 
to the agreement, so that each one acquires a regional monopoly.^ 

(£) The fixing of a maximum limit of production for each member, 
which he must not exceed. 

(3) The fixing of a selling price to wMch all must conform. This 
tariff suppresses competition in the matter of price, but tends to 
replace it by competition for superiority of quality, which is an im- 
provement. As conditions of production are very unequal, however, 
as between one business and another, this equalization of prices may 
create unfair inequalities of position. 

(4) Each of these methods having proved of very little effect, 
despite the guarantees and fines imposed to enforce them, a fourth 
method was devised. This is the suppression of direct sale to a 
customer on the part of the members, the cartel being placed be- 
tween the producer and the public as a compulsory intermediary. 
It is the cartel that buys their produce from the associated producers 
— the quantities for each one and the prices to be paid being fixed in 
advance, — and that is responsible for selling it on the best terms. 
Sometimes the cartel even undertakes to supply its members with 
the raw material used in their manufactures. By this means it 
becomes a kind of co-operative productive association. 

Cartels have developed most extensively in Germany, especially 

^ In various Swiss towns — at Bile, for instance — each brewery has its reserved 
district, so that it is very difficult for the consumer to procure the beer that he likes. 
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in coal-mining, and also in certain semi-agricnlttiral industries, 
Eke tke production of alcohol and sugar. There used to be more 
than 500 of them, and they rendered the greatest services to Ger- 
many during the war. It was owing to their organization that the 
industrial mobiEzation was able to be carried out without trouble, 
that the State was able to obtain the necessary supplies, and that 
prices could be maintained at a level that was generally lower, in 
spite of the blockade, than in the other belligerent countries. 

With the trusty'^ which is more or less peculiar to the United States, 
we advance further on the path of concentration. The agreement 
or understanding develops into a fusion. Like the cartels, trusts 
are of various kinds, because, as we shall see, they were pursued by 
the American laws and compelled to flee from one refuge to another. 
The following three forms have followed each other: 

(1) The first was scarcely different from the cartel; it was an 
understanding between large manufacturers or great companies 
with a view to regulating prices. But these understandings, de- 
scribed rather as poolsy were badly hit after 1890 by the Sherman Act, 
which forbade ‘‘any contract, any combination, in the shape of a 
trust or otherwise, and any conspiracy with the object of restrict- 
ing or monopolizing trade.” 

(2) Then followed the system of coTisolidation, as it was called, 
by which all the associated businesses gave up their independence 
and became merged into one. With this object the value of each 
factory was determined, and this value was paid to its ov/ner in the 
shape of shares in the new society or trust. The du*ectors of the 
latter therefore held everything in their hands and ruled this col- 
lection of businesses at their pleasure, suppressing, if necessary, 
those which seemed in a less satisfactory position. But laws were 
passed to prevent this form of monopolization also. 

(3) At length the system was evolved which is most commonly 
in use to-day. Each business retains its nominal and legal inde- 
pendence, but this is in actual fact suppressed by the formation of a 
separate association to which are allotted the majority of the shares 
of each of the businesses. This dominating association, being all- 
powerful in the administration of each factory, is actually so in the 
administration of the whole group also. These governing asso- 
ciations are themselves most often under the control of big financiers, 

^ The term is a very old English word meaning confidence. The representati\"€s 
of philanthropic foundations are called trustees; similarly the directors of trusts are 
those to whom the interests of all are entrusted. 
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wlio are called ‘‘kings” — the oil king, the steel Mug, the railway 
king, and so forth. 

The trust differs from the cartel not only by reason of the closer 
bond that unites the members and even fuses them together, but also 
because it is a productive and not merely a commercial organization. 
It has been said that the Standard Oil Trust is the most complete 
organization that the world has ever known, next to that of the 
Roman Catholic Church! The trust pushes to the extreme limit the 
characteristic features of large-scale industry, such as concentration, 
localization, and integration,^ as it also carries to an extreme the 
abuses of the joint-stock company system, such as the over-cap- 
italization of shares.^ 

Twenty years ago very few people had even heard of trusts, and 
we did not think it necessary to mention them in the earlier editions 
of this book. But they have become the most typical phenomenon 
in contemporary economic progress. Even the careless public is 
astounded by their increasing numbers, and especially by the gigan- 
tic proportions they have ah'eady reached.® Oil, steel, meat, whisky, 
tobacco, railways, maritime transport, wire, cigarettes — all are 
controlled by trusts. They resemble a monstrous breed of animals 
suddenly engendered by a capitalist age, and contemplated with 
equal curiosity by socialists and economists of the liberal school, 
although they regard them with opposite feelings. The former 
welcome them as the last word in capitalist concentration, after 
which nothing remains but collectivism; the latter are disturbed 
by this paradoxical result of free competition, but remain faithful 
to the hope that in spite of everything the same freedom which 
gave them birth will suffice to slay them or to render them harmless. 

For the rest, it has not yet been determined whether the good 
exceeds the evil in this movement, or whether the reverse is the case. 
Two weighty arguments can be adduced in favour of the trusts: 

^ Thus the steel trust is not content with grouping the iron-works together; it 
includes also iron mines, and even the railways and canals that convey the ore. 

2 Over-cajyiialization^ or the issue of shares at an increased rate, finds a pretext here 
in the anticipation of the profits expected to result simply from the creation of a mo- 
nopoly. 

2 The Standard Oil Trust is the oldest and the most famous of all. Formed in 
1872 by the amalgamation of 29 companies, it has distributed annually from 60 to 
80 million pounds in dividends on an original capital which did not exceed 20 million 
pounds. Its manoeuvres to acquire all the oil springs in the world, and England’s 
efforts to dispute them, have assumed epic proportions. 

The steel trust — The United States Steel Company, — founded in 1901 to amalga- 
mate 15 metallurgical companies, of which the most important was Carnegie’s, also 
distributes enormous dividends, which were tremendously increased by the war. 
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(1) The mommy they effect in cost of production^, whicii is the true 
criterion of economic progress. 

One of tlie most remarkable examples of reduction of tbe ex- 
penses of production, and one that only trusts can accomplisb, is 
the system of pipe-lines laid down by the Oil Trust over some 83,000 
miles, to convey the oil to the consumer from the places where it is 
produced, without having recourse to the railways. 

Mention might also be made of the elimination, or at all events 
the diminution in number, of commercial travellers, and of expenses 
of publicity or advertising — in a word, of ail the expense that com- 
petition involves, and that becomes useless as soon as an industry 
acquires a monopoly and no longer needs to run after customers, 
but waits for them instead: in this case it is useless to go to the 
expense of being eloquent. This saving alone may amount to mil- 
lions of pounds. 

We can add also the elimination of badTy situated factories and the 
localization of production in the most favourable places. Notice 
that the cartels, or simple business understandings, are pow^erless 
to achieve these results. 

(£) The maintenance of equilibrium between production and con- 
sumption^ which the system of free competition has shown itself 
unable to accomplish; and consequently the elimination of crises 
and stability of prices. Moreover, the advocates of trusts deny 
that they have raised prices and quote numerous instances of pro- 
gressive diminution. The policy of the trusts aims just as much at 
preventing an excessive rise as at preventing a fall. Besides, they 
say, even if the price were increased a little, the consumers would 
still find a compensating advantage in its stability. Generally, too, 
the trusts look after the quality of the products and scorn the 
wretched shifts of the small trader who tries to pass off bad stuff 
for good. The refineries of the Oil Trust are submitted to the most 
rigorous control. And, finally, their workpeople and employees 
are generally very well paid. 

But the opponents of trusts have no lack of arguments either. 

To begin with, it might be thought, d priori, very improbable, 
in the economic as well as in the political sphere, that a power with- 
out any counterpoise should not abuse its opportunities, or at least 
put them at the service of its own interests. 

Admitting that the trusts have not always raised prices, and 
even admitting that they have enabled the consumer to benefit 
to some slight extent by the economies effected in the cost of pro- 
duction, it is certain that they have used the bulk of this saving to 
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enrict the shareholders and to accumulate fabulous fortunes in the 
hands of some of them. It is the trusts that ha¥e created the 
hitherto unknown class of millionaires and even nmlti-miiiionaires. 
The modern economic era will be characterized by the appearance 
of these industrial mammoths, as the prehistoric ages were marked 
by that of the mastodon and the dinothere. 

Not onl3^ have they not arrived at allowing the consumer to benefit 
by the lowering of the cost of production, but in some cases they have 
exploited him to such an extent as to provoke a general boycott, as 
happened to the meat trust — not to mention the revolting reve- 
lations about the production of tinned foods in Chicago. 

They tend to create actual monopolies by ferociously crushing 
out all competition, and this not only by superior organization and 
lowering of cost, which would be legitimate and beneficial, but by 
acts of piracy — either by selling at a loss wherever a competitor 
shows himself,^ or else by demanding favourable treatment from the 
railway companies, which is contrary to the law. 

Finally, from the political point of view, the appearance of these 
giants, armed with all the power of corruption that unlimited wealth 
confers upon them, threatens to pervert the springs of government 
especially in democratic societies. 

Is there any way in which the economic advantages of trusts could 
be retained while making them powerless for evil.?* Such, in fact, 
is the somewhat contradictory problem that economists and gov- 
ernments are striving to solve — so far without success, for how 
can you prevent half a dozen big manufacturers from coming to an 
understanding, forming associations, or buying out competitors? 

Economists of the liberal school say that if the system of pro- 
tection could be eliminated, then the trusts, which have hitherto 
grown in the shelter of customs barriers, would be suflBciently check- 
mated by international competition. In support of this view they 
quote England, where trusts are less developed than elsewhere. 
But there is no ground for thinking that in the United States or 
Germany the trusts or cartels would be the first to succumb to foreign 
competition. It seems more likely, on the contrary, that they would 
bear the blow much better than weaker undertakings. The effect 
of general free trade would probably be not the suppression of the 
trusts, but their transformation from national, as they are now, to 

^ 'Hie following is quoted by M. Martin Saint-L6on from the report of an official 
enquiry into the Oil Trust. The chairman of the commission said to the vice-presi- 
dent of the Trust: Is it your rule to keep your prices below cost until your rival 
disappears.^” and the answer was, “Yes.” 
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intematioiial — and this would certainly not make them less for- 
midable, but very much the reverse! The Oil Trust is already in- 
ternationaL 

In conclusion, cartels and trusts may be regarded as a method of 
organization superior to the so-called “naturaT" system of free 
competition, not only from, the technical, but also from the social 
point of view, on this twofold condition: (1) That they proceed by 
way of agreement rather than by absorption, thus realizing a form of 
development like that which is desirable in the political domain — 
federation but not centralization; {2) that they are counterbalanced 
by a parallel organization of consumers, in the form of consumers’ 
co-operative associations; co-operative purchasing federations are 
real consumers’ trusts. 

V. STATE AND MUNICIPAL BUSINESS 
UNDERTAKINGS 

Having dealt with businesses of an individual kind and those 
undertaken by associations, we shall find it convenient to speak now 
of businesses organized by the State, by municipalities, and by pub- 
lic authorities in general. 

The State as enirepreneur is not exactly a new phenomenon, for 
some of the national manufactures of France date back to Colbert’s 
time.^ But the development of State enterprise, and still more 
that of municipal enterprise, is characteristic of the present epoch. 
This is due to the following causes: 

(1) A fiscal cause — the need for finding new resources to meet 
expenses that are constantly growing, without crushing the tax- 
payer. There is no doubt that this cause operates with much 
greater intensity as a result of the war, now that States will have 
to face such budgets as were never imagined before. Given, on the 
one hand, the impossibility of raising the necessary millions by a 
tax on income without ending with total confiscation, and, on the 
other hand, the irritation aroused by all taxes on consumption be- 
cause they add to the cost of living which is already high, no other 
alternative will remain to the State but to try to earn the indispen- 
sable millions itself, by turning manufacturer and merchant. 

(2) A social cause — hostility to capitalism, and the idea that the 
profits and dividends of the great companies have been stolen from 
the people and should be restored to them. The surest means to 

^ [Colh&rt (1619-1683) was Louis XIV’s famous finance minister and one of the 
greatest exponents of the Mercantile System.] 
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this end is surely that the nation itseif, represented by the State or 
the municipality, should undertake profit-making enterprises. This 
tendency, however, may take very different forms — it may be that 
of State socialism, which is inspired by no spirit of socialism or 
collectivism in the true sense of those words (the Prussian State, for 
example) ; or it may be that of syndicalist socialism.^ 

What are the industries that are specially marked out by their 
nature to become State or municipal enterprises? 

To begin with, it goes without saying that the most suitable for 
nationalization are those that represent a general or national interest, 
such as the coinage of money, the post office, and the railways. 
But the list gradually lengthens in proportion as economic interests 
assume a national character, and so one is led to add mining, hy- 
draulic power, merchant shipping, insurance, banking, and perhaps 
even, as in war-time, the importation of corn and coal. 

The list would include also, from the fiscal point of view, those 
industries which seem to give large and easily visible profits, such as 
sugar and oil refining, fire insurance, the importation of coffee, and 
the sale of alcohol and tobacco.^ 

For municipalization, those businesses are more particularly in- 
dicated which meet a need common to all the inhabitants of the 
town — a uniform need that demands the same satisfaction in every 
case, or at least admits of few inequalities, so that a single selling 
price is possible, or one with only two or three variants. 

As a typical instance of a business that fulfils these conditions we 
may cite the supply of water. Water meets a universal need — one 
that is even physically and morally obligatory, of daily recurrence, 
and absolutely equalitarian; and, though the installation of the 
service may involve great expense, its exploitation is as simple as 
possible. So everyone here is agreed. 

But there are other services which, though they do not fulfil the 
conditions so completely, get more or less near to it, and notably 

^ In the programme of the (French) General Labour Confederation (commonly 
known as the C. G. T.), the formula “industrialized nationalization^^ is used, to 
avoid all confusion with itatisation or state ownership — to distinguish the nation 
from the State. 

^ In France, besides the great fiscal monopolies of tobacco, matches, gunpowder, 
and the Post Office, the State has a few industries of slight importance: Sevres por- 
celain, Goebiin tapestries, national printing works, stud farms, hydropathic establish- 
ments at watering-places, etc. Among the advertisements at every railway-station 
in Paris we find announcements of “State Pastilles,*' showing that the State has even 
turned druggistl [State enterprise in England is, of course, far less developed than 
this.] 
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the urban and stibnrban transport service — metropolitan trams and 
railways. THs service also meets a need common to all the inhabi- 
tants of the town, a daily need, and one that is so urgent that all 
city life is paralyzed if the service stops. Its importance is great 
from the hygienic as well as the economic point of view, for it is the 
only thing that enables workers to dwell outside the towns. Finafly, 
it only involves a tariff of two classes. 

The same considerations apply to lighting, in fact there is no 
longer any controversy over these services, nor over those that 
concern the public health, such as baths, burials, disinfection, markets, 
and slaughterhouses. But it is different when towns undertake the 
building of houses for the working population. Opposition then 
becomes rampant! Yet the building of cheap and healthy houses 
answers well to the kind of need indicated above, for there is nothing 
more important than housing for the health not only of the tenants 
themselves but of all the inhabitants of the town. The same may 
be said of the milk supply, which is so useful a service in the struggle 
against infant mortality. 

But then, what about necessary foods, like bread and meat? 
If the needs of the population are inadequately met, either in the 
matter of quality or in that of price, why not allow the municipalities 
the right to open bakeries and butchers’ shops? This power, how- 
ever, was refused to them imtil the war showed the necessity of it 
in cases where consumers were being exploited by the local tradesmen. 

Admitting that these various businesses might be nationalized 
or municipalized, another question arises: should the State or the 
municipalities run them as monopohes, or place them under a sys- 
tem of free competition? 

The answer obviously depends on the object in view. If this 
object is entirely fiscal — to increase the income of the State or the 
town so as to supplement the taxes or rates, — then they should 
have recourse to a monopoly, because that is the only system that 
enables prices to be raised with no other limit than that fixed by the 
purchasing power of the consumers. Thus in France the State used 
to sell tobacco at five times the cost price 

But if fiscal considerations are set aside or relegated to the second 
place, and if the essential object is the service of the public, as is 
generally the case with municipal undertakings, then the question 
must be decided by the nature of the undertaking. 

In the case of water supply, trams, and gas, it would be anti- 

^ Since tiie war the profit has fallen from 80% to 50%, though the yield has trebled 
itself and approaches sixty million pounds. 
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eeoEomic and often physically impossible to lay do'^n several com- 
peting tram lines or gas or water pipes in the same street, so there 
the system of monopoly is indicated. At the same time this monop- 
oly may be limited to one fixed quarter or section of the tovn, and 
consequently need not exclude similar, and, up to a certain point, 
competing, undertakings. 

But if the business is one of those that have hitherto been com- 
petitive — such as the baker’s and the butcher’s businesses — it 
is better for the municipal business to be placed under the same 
system. In this case, to be sure, it cannot expect anything but the 
normal profits, and that only on condition — one that will not often 
be fulfilled! — that it is run as economically as its rivals. But it may 
render consumers the very great service of moderating prices by its 
very existence, and of breaking up those tacit coalitions that are 
always formed between tradesmen in the same locality. Its action 
will be much more effective than price regulation. 

It is well known that this development in the direction of State 
ownership has aroused the sharpest criticism from economists of 
the Hberal school, and that the incapacity shown by public authori- 
ties — in France more than elsewhere — has only too often justified 
them. For the principle involved we must refer to what was said 
about State socialism at the beginning of the book (see p. £6). 

But there are some irresistible movements which cannot be stopped 
by criticism or even by defeat, and we believe the tendency to 
nationalization to be one of these, for reasons we have just indicated. 
But, to prevent the abuses we have pointed out, these nationalized 
businesses must be given a purely economic character and freed from 
aU admixture of politics, by conforming to the following rules; 

(a) State and municipal imdertakings must be given an inde- 
pendent organization, a special budget, a distinct personality, and 
an administrative board drawn from outside the municipal council 
(or at any rate with a minority of municipal councillors, and with 
a rule forbidding them and their near relations to be employed in any 
municipal undertaking). Moreover, the same rules as to the keep- 
ing of accoimts must be imposed on them as on private businesses.^ 

(b) A place on the administrative board must be given to repre- 
sentatives of the consumers on the one hand, and of the employees 
on the other, so as to give these State undertakings the character of 
true co-operative societies, both of production and consumption. 

^ Italy has accomplished this by instituting enii autonomic which are independent 
bodies composed of delegates elected by the municipality, by the public utility and 
relief services, and by the consumers* societies, each of these elements being repre- 
sented in proportion to the capital it furnishes. 
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Tiiis will perhaps be sufficient to prevent their hardeumg into offi- 
cialism. 

(c) These undertakings, whether national or municipal, must be 
subject to the ordinary law, exactly like private individuals. This 
is an essential condition, without which the extension of the economic 
activities of the State would become the most intolerable tyranny. 
This liability is already recognized in the case of State railways, but 
it is generally refused in the case of the postal, telegraph, and tel- 
ephone services. It is an abuse of power to allow the governing State 
to cover the industrial State by saying that they are one: they must 
be kept entirely distinct. 

From the fiscal point of view the advantages of nationalization are 
questionable. There is undoubtedly a certain measure of incom- 
patibility between the two objects: the procuring of resources for 
the State, on the one hand, and the satisfaction of the wants of the 
consumer in the most economical fashion possible on the other. 

This latter object is certainly the essential one: a State under- 
taking should not have for its ideal the making of profits, but the 
satisfaction of wants. As regards services that are useful to everyone, 
or at least to the great majority of citizens, and consumption that is 
both necessary and desirable, the tendency will probably be even 
towards supplying them free. But for services that only affect a 
minority, and for objects of luxury consumption, it will be to the 
advantage of all to maintain high prices that yield a profit. There 
would be no harm in charging more to tobacco smokers or consumers 
of alcoholic drinks, so as to supply all the citizens at less than cost 
price with water, transport, light, and perhaps even fuel and motive 
power. 

This programme, it should be observed, — the organization of 
production and exchange with a view to wants instead of profits, 
— is much like that of consumers’ co-operative societies. That is 
why those who believe, as we do, in the future of these societies, 
cannot be opposed in principle to municipalization. For this is 
really only a form of co-operative association that aims at providing 
at the lowest possible cost for the most necessary and general wants 
of all the inhabitants of a given town. We also believe that muni- 
cipalities will tend more and more to make use of consumers’ so- 
cieties, and to hand over to them the task of organizing commercial 
undertakings.^ The war will have had the very important result of 
teaching them how closely they are related. 

^ TIais is wiiat the Bolshevist government has done on a gigantic scale in Riissia. 
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CIRCULATION 

Circulation is not an end in itself, for wealth does not circulate for 
the sake of circulating. Exchange and credit, which form the two 
essential parts of the circulation of wealth, and which, moreover, 
as we shall see, are really the same thing, are only methods of or- 
ganizing labour, having absolutely the same object as association and 
division of labour, namely, to facilitate production. 

Yet in most books on political economy a special section is devoted 
to circulation, not only because this classification suits the dis- 
tinction commonly drawn between commerce and industry, but 
particularly because these new methods of organizing labour really 
lead us into a different realm. Wealth has now been created: the 
next step is to transfer it. It will not again change its form: it will 
only change its owner. It will no longer be subjected to technical 
changes, but it will become the object of contracts. 

Nevertheless it must not be concluded that we are leaving the 
domain of political economy for that of law. It is the economic, 
and not the legal, aspects of exchange that we have to study. We 
are not concerned to determine the rights or obligations that result 
from sales or commercial operations, but to enquire into the utility, 
or the increased value, that results from them for the exchanging 
parties and for the nation at. large. 
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CHAPTER I — EXCHANGE 
I. , HISTORY OF EXCHANGE 

Exchange occupies an exceedingly important place in modem 
life. To obtain some idea of it we need only remember that nearly 
all wealth is produced only for the purpose of being exchanged. 
Take the wheat in the granaries, the clothes at the dressmaker’s, 
the shoes at the shoemaker’s, the jewels at the jeweller’s, the bread 
at the baker’s, and ask yourself what part of all this wealth is des- 
tined by the producer for his own consumption. The answer is, 
very little or none at all. These things are only merchandise — 
objects intended for sale, as the name itself implies. Our industry, 
our skill, and our talents are also most frequently applied to satisfy 
not our own wants, but those of others. It rarely happens that 
barristers, doctors, and solicitors have to work for themselves, 
pleading their own causes, healing their own ailments, or drawing 
up their own documents. They, too, regard these services only 
from the point of view of exchange. That is why, when we esti- 
mate our wealth, we do not estimate it according to its utility for 
us, but solely according to its exchange value — its utility for others. 

It must not be supposed, however, that it has always been thus. 
Exchange is not as simple a process as association or division of 
labour, which are so natural that even some kinds of animals know 
how to practise them. Ear from being instinctive, exchange seems 
originally to have been antipathetic to human nature. Primitive 
man regarded the product of his labour as almost a part of himself. 
Hence arose the curiously solemn formalities by which every trans- 
fer of property was originally surrounded (such, for instance, as the 
mancipatio of Roman law). Strangely enough, giving seems to 
have been practised before exchange, and it is even thought that 
giving gave rise to exchange through the fiction of a reciprocal gift. 

At first sight it might be supposed that exchange must have pre- 
ceded division of labour, for each individual, historically speaking, 
could only have specialized in a single task when he knew he could 
obtain from others the wherewithal to satisfy his other needs; and 
that is just what Adam Smith says. Yet the truth seems rather to 
be the reverse of this. Division of labour ^came before exchange, 
for it could very well be practised, even without exchange, in the 
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family or tribal conmmnity, whereas it is scarcely possible to con- 
ceive of exchange functioning without division of labour - — without 
a certain amount of specialized production. 

In the first phase of industrial organization — that of the family 
— there evidently could be no place for exchange, as each group 
formed an independent, self-sufficing organism. It was by the 
labour of its members and its slaves, and later on by the compulsory 
work of its serfs, that the family, tribe, manor, or monastery pro- 
vided for the satisfaction of its wants. Exchange took place only 
in the case of certain foreign products brought in by foreign mer- 
chants. 

In the second phase — that of corporative or guild industry — 
exchange appears at the same time as the separation of trades, and 
the market becomes the central place in the city.^ There producers 
and consumers who are inhabitants of the same town, meet together. 
Merchants from without are excluded, or at any rate can only enter 
under certain rigorous conditions. 

In the third phase — the manufacturing stage — the market 
becomes national instead of local, and it is then that exchange and 
commerce really begin. It has been observed that the rise of na- 
tional markets coincides with the formation of the great modern 
States, as well as with the substitution of national for urban forti- 
fications. This goes to prove that evolution, whether it be economic, 
political, or military, everywhere follows parallel lines. 

The market becomes still wider by becoming colonial, as hap- 
pened when the great trading companies were formed, which played 
so prominent a part in economic history — such as the East India 
Company. 

Then finally, in the fourth phase — that of machinery and rail- 
ways — the market becomes truly a world market, and commerce 
takes those great strides that have so profoundly modified the eco- 
nomic relations of our old Europe, and have made this question of 
international trade one of the most important problems of our time. 

^ By market, in the economic sense of the term, must be understood not merely a 
single place or locality, but any area in which the movement of goods and communi- 
cation between buyers and sellers are rapid enough for a single price to be established. 
The extent of the market varies, therefore, according to the nature of the goods: any 
one country constitutes practically one market for wheat, and the whole world is 
one market for gold. 
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II. THE DIVISION OF BARTER INTO SALE AND^ 
PURCHASE ^ 

When exchange is carried on directly, goods against goods, it is 
called barter. But this is the most inconvenient and often even the 
most impracticable of operations. In fact, for barter to be success- 
fully effected, the possessor of an object must seek for a person who^ 
wants to obtain that object and is prepared to give him just the- very 
object he himself wants — a double coincidence that is very difficult 
to bring about. Nor is this aE: even if this lucky meeting can be 
accomplished, the two objects to be exchanged must be of equal value, 
that is to say, they must satisfy wants that are equal and opposite 
to each other. This makes a third improbability.^ 

The invention of a third commodity to serve as a go-between re- 
moves these difficulties. It evidently involves a previous tacit 
understanding, among men Eving in society, that each wEl agree to 
accept this third commodity in exchange for his goods. Once this 
understanding is reached, exchange readily takes place. Suppose 
that sEver be chosen for this purpose. Then in exchange for the 
goods that I have produced and that I wish to dispose of, I shall 
willingly accept a certain quantity of silver, even though I have no 
immediate use for it. This is because I know that when I wish to 
acquire anything I want, I shaE only have to offer its possessor this 
silver, and he wiE accept it for the same reason that led me to accept 
it. 

It is clear that by this means every exchange transaction can be 
split up into two distinct operations. Instead of exchanging my com- 
modity A for your commodity B, I exchange A for silver, and then 
exchange this silver for B, The first of these operations is caEed 
sale, and the second, purchase — at least when the intermediate 
commodity takes the form of money, properly so called. This 
seems therefore to be a more complicated rather than a simpler 
method. But the shortest path is not always a straight line, and 

^ Lieut. Cameron, who travelled in Africa in 1884, teils us how he had to go to work 
to obtain a boat: “Syde’s agent wished to be paid in ivory, of which I had none . . . 
So I gave Mohammed ibn Gharib the requisite amount of wire, upon which he handed 
over cloth to Mohammed ibn Salib, who, in his turn, gave Syde ibn Habib’s agent 
the wished-for ivory. Then he allowed me to have the boat.” (V. L. Cameron, Across 
Africa, pp. 183-4.) 

Barter is still more difficult in the case of exchanging services. The B41e Mission- 
ary Almanac for 1907 tells us that at Godthaab, in Greenland, among the Eskimos, 
there is a paper run by the missionaries to which the subscription is one wUd goose 
per quarter or one seal per year. 
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tkis ingenious detour does away witli an iricalculable, amount of 
trouble and labour. 

What makes barter impracticable, in fact, is this — as we have 
already explained: that a producer, Primus, has to meet with an- 
other person, Secundus, who is prepared both (a) to acquire the thing 
that Primus wishes to dispose of; and (6) to hand over the very 
thing that Primus wishes to obtain. Henceforth, with the intro- 
duction of an intermediate commodity, the producer still has to 
find someone who will take his goods, but at least he does not have to 
expect this ‘‘someone’’ to give him the very goods he himself is 
in need of. He may want something that is obtainable from some- 
body else, at another time, and in a different place. The imepar- 
ability of these two operations is what makes them so difficult. Once 
the tie that unites them is broken, each of them separately becomes 
simple enough, for it is not very hard to find someone who wants 
your goods, and it is still easier to find someone else who is prepared 
to sell you the goods that you want. 

It should be observed that in exchange in the form of barter the 
estimation of value is very uncertain, and this gives rise to exploi- 
tation of the worst kind. In trading with the natives of Africa, if 
you give the negro guns or calico in exchange for rubber or ivory, 
the purchasing commodity is counted at four times its value, and the 
value of the produce bought is halved, so that the European gets 
eight times as much as he gives. That, however, is a fair rate: in 
many cases the ratio is 1 to 100. The introduction of money is a 
blessing in this respect: it has been an instrument of justice and 
morality.^ 

It must not be forgotten, however, that although these two op- 
erations are henceforth separated, they nevertheless continue to 
form a whole, and that the one cannot be imagined without the other. 
In our everyday life we are too much inclined to look upon sale and 
purchase as independent and self-sufficing processes. But that is a 
mistake. Every purchase implies a previous sale, for before being 
able to buy we must previously have exchanged something for 
money — our labour, our services, or something we have produced. 
Conversely, every sale implies a future purchase, for if we exchange 
our produce for money it is only in order later on to exchange this 
money for other goods. What else could we do with it? 

^ All philantliropists wlio have denounced the frightful exploitation of the negroes 
in the Congo region have indicated as one of the most effective reforms the abolition 
of payment in kind and the introduction of money, both in paying for goods bought 
from the natives and for the payment of taxes by the natives. 
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Still,, since money , can be kept for an indefinite time witbont 
being used, a very long interval may elapse — a matter of years, 
perliaps, or even several generations — between tbe sale and the 
purcliase that complements it. But in thought these two operations 
must be brought together, and then we shall see that in spite of the 
intervention of a medium of exchange and the resulting compli- 
cations, man can only live, in our civilized societies as well as in 
primitive ones, by exchanging his produce or his services, present or 
past, for other produce or services, present or past. If we join up 
the two ends of the chain we shall always find an exchange of com- 
modities, which is barter. 

The intermediate commodity that divides barter into sale and 
purchase is called money. It plays a tremendous part in economic 
science, as it does in actual life, and we shall have to devote several 
chapters to it. 

m. EXCHANGE VALUE OR PRICE 

The old economists, beginning even with Aristotle, and Adam 
Smith at a later date, drew a distinction between two kinds of value, 
which they called, respectively, value in me and talm in exchange 
(or exchange value). They showed also that these two values may 
be quite different from each other. Thus the value in use of a pair 
of spectacles is incalculably great to a short-sighted scientist, but 
their exchange value is very small, vrhereas diamond ear-rings, whose 
exchange value may be very considerable, have for him an infinitesi- 
mal value in use. 

Why this difference? Because value in use is determined solely 
by the wants and desires and the personal valuation of a particular 
individual. It has no other foundation than the suhjectim utility 
of the object to that individual. It varies according to his needs or 
fancies, and has no general character and no social importance. 
Exchange value is more stable, because it is determined by the wants 
and desires of all the inhabitants of a country, or even of the whole 
world, who have the wish and the means to acquire the object. 
The value of a family portrait to me may be great, but that gives it 
no exchange value if it is a mere daub. On the other hand, if it is a 
Van Dyck or a Rembrandt it will have a worldwide exchange value 
determined by the desire of all lovers of pictures. 

It might be better, therefore, to call value in use individual mluBj 
and exchange value socM value, for the latter only appeare when 
there are several persons in the market — at least two, and gen- 
erally thousands. 
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It is evident that exchange vaiue occupies an mcomparably larger 
place than value in use in the life and activities of men living in so- 
ciety. For though value in use may exist without exchange value, 
the converse does not hold good. All exchange value necessarily 
implies value in use, for exchange is itself a very common and im- 
portant ‘‘use” of wealth to its possessor. And even apart from the 
possibility of selling it, the possession of a valuable object is a source 
of great satisfaction. In the example just given it is not unlikely 
that the owner of a portrait of an unknown person by Rembrandt 
would set more store by it than by a portrait of his own grand- 
father. 

In current speech exchange value is generally confused with 
price. They are not the same thing, however, for we have already 
seen (p. 56) that price is only one of a thousand possible ways of 
expressing value. Value is a relation between any two things what- 
ever: price is a relation in which one of the two terms is ahvays money. 
It is not necessarily metallic, coined money, or paper money, how- 
ever, for in xAfrica, where calico or beads are used for money, the 
value of goods expressed in them is their price just the same. In 
every case the word ‘"price” implies a common measure — a standard 
adopted for purposes of comparison. 

W e must now consider what are the conditions that must be satis- 
fied by exchange value, or current price. They may be formulated 
as follows: 

(1) In the same market, at any given moment, for similar goods, 
there can be only a single price. This is what Jevons called the law 
of indifference, meaning that whenever it is a matter of complete 
indifference whether we acquire one or another of several objects 
because they are identical — or, in other words, when we have no 
reason for preferring one thing to another, — we shall not be willing 
to pay more for one than for the other. 

At first we might think otherwise. For here in the market are 
five men selling wheat, with five sacks, and each demanding a dif- 
ferent price, while here, on the other hand, are five buyers, each 
assigning a different value to the wheat that he wants. Why should 
there not be as many different prices as there are pairs of buyers and 
sellers, the buyer who is prepared to pay most agreeing with the 
most exacting seller, while the buyer whose wants are least urgent 
makes a bargain with the seller who is most accommodating in the 
matter of price? The reason is that no buyer, however anxious to 
buy, will consent to pay more than his competitors; and no seller, 
no matter how easy-going, will consent to sell his wheat at a lower 
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price tlian iiis coleagues. So both sides wait till the market price 
gets settled. 

This single price in the market at a given moment is what is caEed 
the current 'price} This current price is published in the conmaercial 
papers that deal with each important commodity — corn, coal, 
cotton, wool, copper, and so forth. It is quoted on the various prod- 
uce exchanges Just as the prices of shares and government securities 
are quoted on the Stock Exchange, and serves as the basis of al 
commercial dealings. 

(2) This single price must be one that makes the quantity of goods 
offered coincide mitk the quantity demanded. 

The necessity for this is sufficiently obvious, for it would be absurd 
to imagine that there could be more sacks of wheat sold than there 
are bought — for the two lots are the same. 

But this coincidence is not reached all at once. It is only at- 
tained as the result of a series of oscillations on the part of the quan- 
tities offered and demanded, corresponding to oscillations in the 
price. As soon as equilibrium is established, the current price 
emerges. Here are our five wheat sellers in the market, with the 
five buyers in front of them; but they are asking o8s. At this price, 
a couple of the buyers withdraw in dismay, and only three are left. 
The five sellers, seeing that their wheat is likely to be left on their 
hands, make a lower offer in order to attract the three buyers — they 
go down to 56s. But at this price one of the buyers who had fled 
comes back, and the four of them are now disposed to take four sacks. 
If the five sellers have all made up their minds to sell at any price, 
they will have to resign themselves to lowering it still further — say 
to 54s. — in order to recall the last and most timid buyer, and to 
make the demand rise to the level of the supply — that is to say, 
to five sacks. But it is possible that one of the sellers may prefer 
to take his sack home again rather than go below 56s. In that case, 

^ Two exchanging parties are all that is required to effect an exchange, but they are 
not enough to establish a cuiTent price: for this there must be competition between 
the sellers on one side and the buyers on the other. Suppose a schoolboy wants his 
companion’s cake, and is prepared to give him his marbles for it. How many will 
he give? We cannot say; he will give all he has got, if he has not had any dinner! 
That would be the bargain made by Esau and Jacob. But if there are several boys 
ready to give up their cakes, and several prepared to hand over their marbles, then, 
and then only, wHl a current price be established. 

That is why when rare objects are sold, and there is only one seller and perhaps 
only one collector present, there is no law of prices — the object is “priceless,” as we 
very appropriately say — which means that in this case the price depends entirely 
on the wealth of the buyer and the cleverness of the seller. 


im. 


EXCHANGE 


5§s, will remain the market price, for at that price there wil be four 
sacks sold, and four sacks bought. Each demand will have found 
its counterpart, and the requisite coincidence is effected. 

(S) The market price must be one that satisfies the largest possible 
number of pairs of sellers and buyers present in the market. 

Let us imagine the sellers and buyers — call them S and B — 
facing each other in the corn exchange, and let us set down in order 
the figures that express their demands, numbering the sellers down- 
wards from the one who asks the highest price to the one who will be 
content with the lowest, and the buyers upwards from the most 
close-fisted to the most open-handed: 


SI 

asks 58 shillings. 

Bl offers 54 shillings. 

S2 

“ 57 

B2 

‘‘ 55 

S3 

“ 56 

B3 

“ 56 

S4 

55 

B4 

57 

S5 

54 

B5 

“ 58 


Suppose that Si opens the ball by asking 58s. At this price there 
is only one buyer, B5, who is inclined to close with him, for none of 
the other four wants to pay so high a price. So at this price only 
one bargain would be made, and only one sack sold, whereas there 
are four other sellers anxious to sell, even at a lower price. How- 
ever, B5 himself will not be such a fool as to give 58s. if he can get 
the wheat for less. So he will wait until the other and less grasping 
sellers have made their demands. Then comes S£, who only asks 
57s. This price brings up another buyer, B4. That makes two 
buyers prepared to deal, but, on the other hand, there are still three 
who do not wish to pay so much. 

At length SS comes along and asks only 56s. To that price B3 
responds in his turn, making three buyers out of five, which is a 
majority, and since there are just three sellers disposed to be content 
with this price, there will be three pairs out of five who are satisfied. 
No other price would satisfy so many of them, so that is the price 
that will rule the market and become the current price. It will not 
go lower. If, indeed, S4 were to come forward and say he would be 
content with 55s., what would happen? Of course the first three 
sellers would refuse to deal at that price and would retire. There 
would remain only two sellers faced by four buyers, and it would be 
impossible to complete the business. 

So 56s, is the price adhered to. What will happen, then, to the 
two most grasping corn-dealers, Si and S2, and the two most close- 
fisted buyers, Bl and B2? Either they wil al accept the price 56s., 
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or else, if they are unwilling to moderate their claims, they will 
just withdraw from the market, and take no part in fixing the price.^ 

We are bound to admire the ingenuity and truth that underlie 
this psychological analysis of the mechanism of exchange. But it 
must' be regarded merely as a framework that includes facts of 
great complexity. As a matter of fact, uniformity of price is never 
actually realized, even in a market like the Stock Exchange which 
best fulfils the conditions laid down by theory. 

IV. THE LAW OP SUPPLY AND DEMAND 

Formerly, in the classical treatises on political economy, every- 
thing that relates to value and price was explained by a formula 
that was very simple and very clear, at any rate in appearance. 
It was said that exchange value varies directly with demand and in- 
versely with supply. 

This formula is now quite discredited — rather too much so, per- 
haps, The following objections may certainly be raised against it: 

(1) In its claims to mathematical accuracy it is contrary to facts. 
A halving of the supply does not necessarily doiihle ,the price: the 
price might be more or less than doubled, according to the greater 
or less urgency of the need to be met by the diminished supply.^ 

(2) It mistakes the effect for the cause. If an increase in the 
demand raises the price, it is e^ddent that the rise in price wdll in 
turn diminish the demand; and if an increase in the supply lowers 
the price, it is evident that the lower price will tend in its turn to 
restrict the supply. In other words, instead of saying that prices 
are regulated by supply and demand, we could just as well say that 

^ At first sight we might be tempted to think that the first to meet and come to 
terms would be the seller who is most anxious to sell and the buyer who is keenest on 
buying — as if it were a question of marriage. But we must bear in mind that it is 
just because the one is anxious to sell, and the other to buy, at any price, that the 
price remains unsettled. In the example in the text, one asks 54s., but would like 
to get more, while the other offers 5Ss., but would prefer, if possible, to give less. 
So they remain undecided until the less eager sellers and buyers have drawn their 
respective prices together, as it were. Of the three sellers who have found purchasers, 
S3 was the least eager to sell, for his was the highest demand; and of the three buyers 
who have obtained what they wanted, B3 was the least eager to buy, because his 
offer was the lowest. Now it is perfectly logical that the price should he fixed by ike 
two parties who are least anxious to deal, because it is they whose opposing claims stand 
the best chance of being met. These two parties are called by the Austrian school of 
economists the marginal pair. 

2 During the war we have seen price variations out of all proportion to the scarcity 
of the supply. The price of wine, for instance, rose from Is. to 4s. a gallon, thougii 
the supply hardly varied at all. 
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supply and demand are ■ regulated by price. Take any kind of 
securities seUing on the Stock Exchange, for example 3% govemment 
bonds, and suppose them to be selling at £100. Every day a cer- 
tain amount of these bonds are offered for sale, and a certain amount 
are demanded. Suppose that at the opening of the Stock Exchange 
there is a demand for twice as much of these bonds as there is offered 
for sale. Does anyone imagine that the price will rise to ££00? 
Yet that is just what ought to take place if the formula were true. 
In reality, the price quoted for these bonds may not rise even £l, 
for the simple reason that the majority of people who would buy at 
£100 withdraw as soon as the price rises above this point. And 
while the demand for bonds diminishes as the price rises, the supply, 
at the same time and for the same reason, increases. A time must 
come, therefore, when the decreasing demand and the increasing sup- 
ply are equal, and at that point equilibrium is again set up. But a 
rise of a shilling or two is generally sufficient to cause this result. 

(8) The formula attributes no intelligible meaning to the words 
supply and demaud. The term supply may, to be sure, mean the 
quantity of merchandise, the stock existing on the market, although 
in many cases a pm*ely imaginary scarcity (such as the fear of a bad 
harvest) may produce the same effect. But what are we to under- 
stand by demand? The quantity in demand is indeterminate, since 
it depends entirely on the exchange value or price of the object. 
At a halfpenny a bottle, the demand for champagne would be almost 
unlimited; at £5 a bottle there would be hardly any demand at all. 
So we are moving in a vicious circle. 

To get out of this circle economists have given up the vain attempt 
to discover whether price is determined by supply and demand, or 
the other way about, and set themselves simply to define the relations 
that obtain between these various facts. This kind of analysis has 
been carried out most thoroughly by present-day economists. 

To begin with, it has been established by experience that whenever 
prices rise, demarid diminishes until a certain price is reached at which 
it ceases altogether.^ 

^ This theorem seems to have been disproved by facts since the war, for though 
prices rose enormously there was no apparent falling-off in demand, and for many 
objects demand even increased. But there is no real contradiction here. The for- 
mula in the text must be understood, like every economic law, with the proviso, 
other things being equal — that is to say, assuming that the purchasing power of the 
consumer remains the same. Now such was not the case, for the means at the dis- 
posal of the majority of consumers increased enormously since the war, as a result of 
the increase in the supply of money in the shape of bank-notes and Treasury notes, 
and the consequent rise in wages and profits. But as soon as the issue of paper money 
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This law can be graphically, represented in a very simple manner. 
Draw a horizontal line, and mark off at equal distances along it the 
prices of any commodity, using the figures 1, £, S, 4, . . . . etc. 
to represent the price in any unit — pounds, francs, or dolars. 
Represent the quantity demanded at the price of 1 unit by a ¥er- 
tical line of any length a (for instance, the number of pounds or 
yards or gallons demanded at the price of £l), and then draw other 
vertical lines on the same scale showing the quantities demanded 
at the other prices. These lines 
will be seen to get smaller and yiii 
smaller till they reach zero.^ YJI 
Now join the tops of these yi 
vertical lines by another line. y 

This line will fall more or less ly 
rapidly, and wdll always end by ni 
disappearing in the horizontal jj 

line, thus showing in a striking I 
manner how demand varies in 
relation to price. It is called ^ 
a demand curve. 

It is not for nothing that we call it sl curve. It would be highly 
improbable that it should be a straight line like the side of a triangle, 
for that would mean that the demand varied exactly in proportion 
to the price, which scarcely ever happens. As a rule, demand de- 
creases faster than the price rises, for the simple reason that the 
rich are far less numerous than the poor, so that a slight rise of price 
is suflScient to make the commodity inaccessible to the masses. 
This fact gives a concave form to the curve. But its form varies 
with each particular commodity. For some, the curve descends 
very rapidly (or rises rapidly, if we look at the converse process), 
notably for articles of luxury. Thus if the price of motor-cars 
were halved, the number of buyers might possibly increase tenfold. 
In that case the curve would have a much steeper gradient than in 
our figure — a most precipitous slope, indeed. On the other hand 
there are commodities for which the demand falls only \^ery slightly 
in spite of a rise of price; this is notably the case with objects of 
prime necessity. Thus the consumption of bread w^ould hardly 
diminish at all even if the price were doubled, for the ordinary ration 

ceased to increase — in 1920 — the law of demand immediately resumed its sway: the 
consumer ‘‘struck/’ and the fall in prices began — although, to tell the tmth, it is im- 
possible to say exactly which of these two proceedings started the other. 

^ In all such graphs the vertical lines are called ordinates and the horizontal ones 
ahsdssae. , 
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is essential; and we should scarcely consume any more if the price 
were halved, for we eat it rather from necessity than for pleasure* 

The curve, therefore, is sometimes concave, sometimes convex, 
and sometimes irregular — rising and falling in leaps. No two of 
them are alike, so that a well-trained economist can say from merely 
looking at a demand curve, with nothing else to guide Mm: ‘‘That 
is coal,’’ or, “That is wheat.” 

Each commodity, then, might have its diagrammatic portrait, 
its distinctive mark or label, like the finger-print of a criminal who 
has passed through the anthropometrical department, or, if we prefer 
a nobler comparison, like the lines in the solar spectrum by which 
the physicist can recognize each of the elements. 

And now, what about supply? Naturally it varies in the opposite 
way. With each rise in price, the amount offered increases, and a 
“supply curve” can be drawn which will present features similar 
to those of the demand curve. It will even be much more variable 
still, for does not supply depend ultimately upon production? Ac- 
cording, therefore, as we are dealing with an article whose production 
is strictly limited (like works of art, or famous vintages of wine), 
or with an industry subject to a diminishing return (that is to say, 
one in which the cost of production increases more than the amount 
of the product, like agricultural produce), or, on the contrary, with 
one in which the more w^e produce the more the cost of production 
diminishes (which is the case with most industrial products) — the 
upward rise of the supply curve will be more or less bold or restrained 
as the case may be.^ 

Now place these two curves, the demand curve and the supply 
curve, one on top of the other, as in the figure given on page 195. 
The curves will necessarily cross, since they move in opposite direc- 
tions, and the point of intersection is of capital importance, for it 
marks the exact psychological moment at which the quantities offered 
and demanded are equal, so that exchange takes place, as it were, 
instantaneously, like a chemical combination. If from this point, 
marked h in the figure, a perpendicular be dropped to the base line 
where the prices are marked, it will point, like the needle of a balance, 
to the current or market price — 

“And after that,” the sceptics will say, “what does all that teach 

^ Supply generally begins by increasing rapidly when the price rises, but, having 
reached a certain limit, it slackens, no matter what the increase in price may be, be- 
cause production gets out of breath, as it were, and cannot keep up. This movement 
of supply is shown in the figure above as a r^apidly rising curve at first, and then a 
gentle slope approaching the horizontal. 
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US? Will all these curves enable us to foretell a rise in coSee. or 
bread?” — Alas! no; but it is something at any rate to find neat and 
accurate formulas to express notions that were a bit sketchy before. 

So far we have assumed the existence of any number of sellers and 
buyers, which is exactly what is meant by a system of free compe- 
tition. But if we suppose that there is only one seller or only one 
buyer, obviously the whole situation is changed. This second case 
is what is called a system of monopoly. 

It must not be imagined that under a system of monopoly the 
price is subject to no rule but the pleasure of the monopolist, for 
even under this system there is a law of prices, just as under the sys- 
tem of competition. For the seller is obliged, in his own interest, 
to fix a price that shall ensure him a maximum sale. 

However, the price will generally be higher under a monopoly 
system than under a competitive one, because if the monopolist has 
no interest in fixing a price that will prevent his selling, he has still 
less interest in fixing it at the lowest possible point. He will choose 
the price that yields him the maximum net profit, even if he has to 
allow part of his merchandise to be lost or systematically destroyed. 

Competition, on the contrary, ensures the minimum price — the 
price that is closest to the cost of production — because the sellers, 
in their anxiety to dispose of their goods, contend for customers, and 
undersell each other with that object, hoping that the increased num- 
ber of buyers will make up for the decrease in profits. This is not 
always true, however, for we have seen above (p. 126) that too great 
an increase in the number of producers or sellers may result in rais- 
ing the cost of production and consequently the price as well. 

On the other hand, it is evidently to the interest of the monopolist 
to reduce the cost price, and in this he may succeed better than a 
competitive system does. We have cited some remarkable instances 
of this in dealing with trusts.^ 

V. THE QUANTITY THEORY OF PRICE 

Price, as we have already seen (p. 56), is only one way of expressing 
value. It is value measured in money, or, in other words, it is the 

^ The distinctiori between competition and monopoly is ne%^er an absolute one, for 
they are both very rarely found in a pure state. We almost always meet with an in- 
termediate condition of things, more or less closely approaching one or other of the 
extremes. There is no petty tradesman without his petty monopoly, if it be only 
that of being established at a certain street corner; and every monopolist has to sub- 
mit to a certain amount of competition — even the French government, with its to- 
bacco monopoly, has to put up with the competition of smuggled tobacco. 


198 


EXCHANGE 


quaatity of money that must be given in exchange for any commodity 
or any service in order to obtain it. It is evident that the greater 
the value of an object the greater will be the quantity of money that 
must be given to acquire it, or, what comes to the same thing, the 
smaller will be the quantity of the object that can be obtained with 
a given sum of money. 

Price, therefore, like value itself, is merely a relation or ratio be- 
tween two things. Now we know that if we change one of the two 
terms of a ratio, we necessarily change the ratio itself. If the length 
of a yard were to become to-morrow only half what it is to-day, 
owing to the shrinking of the standard that regulates it, it is obvious 
that we should think that a change had taken place in the dimen- 
sions of all objects that were not directly imder our eyes, and whose 
measurements we were reading, for where we expected to find a yard 
we should henceforth find two. Yet in reality nothing of the kind 
would have taken place: it would be merely an optical illusion pro- 
duced by the shrinking of the unit of measurement. 

Similarly, if gold and silver were to lose half their value, in con- 
sequence of some much less miraculous cause, such as their super- 
abundance, for instance, then it is clear that the price of all objects 

— that is to say, their value expressed in money — would appear to 
us to have doubled. And in this case we could not correct the error 
by looking at the objects, or touching them, for in matters of value 
we can learn nothing from our senses. 

We can therefore formulate this law: every variation in the value 
of money 'produces an inversely proportional variation in prices. 

It would be incorrect, however, to turn the formula round and say 
that every variation in the price of any object whatever necessarily 
implies an inverse variation in the value of money, for this variation 
in the price may also be caused by something in the object itself 

— for instance, in the case of wheat, a rise of price may be caused 
by a deficient harvest. 

Consequently, whenever we are faced by a rise or a fall in prices, 
there are two kinds of causes to be studied: (1) those which affect 
the value of the particular commodity called ‘‘money’'; (2) those 
which affect the value of any commodity that is on the market. 

The specific causes that act on the value of goods are incapable of 
classification, for every commodity is subject to innumerable influ- 
ences that are peculiar to itself. Every event, political and moral 
as well as economic, has an effect on prices. If there is a rise in 
wheat, or rubber, or house-rent, or pictures by old masters, each of 
these kinds of wealth must be separately investigated to discover the 
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causes wHcli Have affected its value* and these causes will. have no 
necessary connexion with each other. 

But if we look at the other term of the ratio — money — we can 
formulate general propositions that will apply to all cases, since 
money is the common denominator of all prices. 

Now there are four causes of variation in the value of money. 
Three of these act in the same direction and the fourth inversely. 

(a) The main element that affects the value of money is the quan- 
tity of it. We may therefore lay down this second law, corresponding 
to the one just enunciated: every variation in the quantity of money 
produces a directly proportional variation in prices. If the quantity 
of money is doubled, therefore, we must conclude from this fomiiila 
that, other things being equal, prices will be doubled. Why is this? 
Because money is subject to the general law that every commodity 
depreciates in value when it is abundant, and appreciates when it is 
scarce. If, then, the number of coins is doubled, each of them will 
lose half its value, which means that two of them will have to be 
given instead of one, in order to obtain any object. 

This can be proved in another way, for exchange is not a simple 
comparing of two things, like weighing, and money is not only an 
instrument of measurement; it is also an instrument of acquisition: 
all demand operates by means of it. We can say, therefore, that if 
everyone comes to possess twice as much money, the demand for 
every product will be doubled, and the doubling of the demand will 
cause a doubling of the price. 

This law, which is called the quantity theory of money, and the 
discovery of which is one of Ricardo’s titles to fame, is nowadays 
very much discredited. 

That is the fate of all the so-called classical theories. They begin 
by being admired, but it is soon discovered that they are not suffi- 
ciently close to the truth, but only rough approximations. Then 
the critical economist comes along and shows them to be totally 
inaccurate. Such was the fate of the famous theory of supply and 
demand (see above, p. 193). Y"et there was something valuable in 
it — so much, indeed, that we can scarcely do without it in current 
speech. And it is the same with the quantity theory of money. 
No doubt, if we take it in an absolute sense, and declare, as we have 
just done, that prices are doubled whenever the value of money is 
doubled, we run the risk of being contradicted by facts, for the quan- 
tity of money is only one of the factors that operate on prices: there 
are others also, as we shall see shortly. But it cannot be denied 
lhat it is at all events one of these factors, and even the most im- 
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portaEt of them. iTie ecoxiomist has every right, just as the scien- 
tific experimenter has, to look at only one of the ca-uses of a phenom- 
enon, and neglect all the rest. So, to restore their truth to the 
formulas we have just enunciated, we have only to add the saving 
clause, ‘‘other things being equal.” And that is how they were 
understood by the classical economists who first formulated them. 
They were not so bhnd as to fail to see that other causes also acted 
on money — not to mention those that act on commodities in general 
— and that they might neutralize each other. 

It is a universally recognized fact that wherever money is super- 
abundant, prices are very high. In every gold-mining region every- 
thing is paid for at fabulous prices. In the same way, whenever in 
the course of history the quantity of the precious metals has been 
suddenly increased, there has been a marked rise in prices. This 
happened, for instance, in the sixteenth century, after the discovery 
of America, a period when the rise in prices astounded contemporary 
observers the more because they could not accoxmt for it; and again 
in the middle of the nineteenth century, after the discovery of the 
Californian and Australian mines. The last example is the great and 
universal rise of prices that preceded the war and followed on the 
discovery of the Transvaal mines. Moreover, it is the same when 
there is a superabundance of paper money, as we shall see later. 

(6) The greater or smaller rabidity of circulation of money is equiva- 
lent to a variation in its quantity, and consequently produces the 
same effect. It is evident that if a railway company can run its 
trucks twice as many miles in a day, it comes to the same thing as if 
it had twice as many of them. That is why a steamship is three 
times as useful as a sailing ship of the same tonnage. Similarly, 
therefore, if a piece of gold can be used for three times as many 
exchange transactions in a day, it is the same as if it was three pieces, 
and its value is reduced accordingly. 

The rapidity of circulation of money depends in its turn on the 
density of the population. At the end of the day a given coin has 
passed through many more hands in a large town than in the country. 
For this reason the purchasing power of money is lower in towns than 
in the country, and prices are therefore higher. They would be 
higher still if this cause of depreciation, due to rapidity of circulation, 
were not partly compensated by the multiplicity of exchange trans- 
actions, as we shall see in paragraph (d). 

But, of course, money that is stored away and does not circulate 
at all has no effect on prices. Money only affects prices in so far 
as it is an instrument of demand. 


7'HE QUANTITY THEORY OF PRICE mi 

(c) The third cause is the extent to which modes of credit kam been 
elaborated. These enable us to dispense with money, and conse^ 
quently make it less useful and less in demand. 

As far as bank-notes and inconvertible paper money are concerned, 
their issue is equivalent to an increase in the amount of metallic 
money , and ought in consequence to result in depreciation and a rise 
in prices. It must not be forgotten, however, that the quantity of 
money shut up in the banks must be deducted from the value of this 
paper money, and that notes can only take the place of money in 
circulation (see below, Chapter VI). 

But it is above all by the system of cheques and book credits that 
credit takes the place of money. Without these powerful auxiliaries 
money would have been insufficient, despite the discovery of new 
gold mines, to meet the general increase in the needs of commerce, 
and we should very probably have seen an opposite movement to 
the one we have hitherto seen, namely, a marked rise in the value of 
money and a consequent fall in prices. 

(d) The greater or smaller activity of exchange (sales, loans, dis- 
counts, wage-payments, etc.) also affects the value of money, but 
in a direction opposite to the three preceding causes. That is to 
say, the greater the number of the transactions that have to be made, 
the more is money in demand, and consequently the more its value 
rises. And since this is generally the case in ail countries, there is a 
force residing in this increase of demand for money that tends to 
raise its value, or at least to prevent its depreciation, even when its 
quantity increases; to increase its final utility; and to provide it, 
as it were, with a parachute. 

This question of the causes of variations in prices was being keenly 
discussed even before the war, owing to the great rise in prices that 
took place in all countries during the later years of the nineteenth 
century. It gave rise to innumerable enquiries in the papers and 
discussions on the part of learned societies. The rise after the year 
1896 — the year that marked the starting-point of the ascending 
curve — varied from S0% to 40%, according to the country, and 
the majority of economists ascribed it to the enormous increase in 
the output of the gold mines. This output had, in fact, increased 
fivefold between 1883 and 191£. 

But the rise in prices before the war was as nothing to the astound- 
ing rise due to the war — a rise that has varied in different countries 
from 150% to 1,000%, and has even gone higher than that. Can 
this teach us anything as to the quantity theory? Can it be ex- 
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plained by an increase .'in the quantity of money? — Certainly not, 
if we are referring to gold, or even silver. For the gold disappeared 
completely from circulation, hiding itself in the vaults of the various 
State banks as if it had gone back into the mine, while silver and 
copper grew scarce and insufficient to meet the need. But, on the 
other hand, the quantity of paper money increased enormously, and, 
since it is now the only kind of money in circulation, does it not 
sufficiently explain the rise in prices? 

The increase of paper money undoubtedly had a great effect on 
prices, by multiplying purchasing power and consequently demand. 
But yet it was not the sole cause. Other and still more powerful 
causes operated to reduce supply: scarcity, or even destruction, of 
existing stocks; difficulty, or even impossibility, of replacing them 
owing to shortage of labour; lack of means of transport and con- 
sequent enormous rise in freights; and so forth.^ 

Price variations cause great disturbances in social conditions. 
Assuming that cheapness is the usual sign of abundance, should we 
not be right in thinking that low prices are the ideal to be desired and 
high ones a danger, to be feared? This is not so, however. On the 
contrary, we see a rise awaited and greeted like economic fine weather, 
while a fall is as depressing as the rain. The man who speculates on 
a rise is regarded with an indulgent eye, while the one who speculates 
on a fall is scorned like a bird of ill omen. 

This apparent contradiction is easily explained by the fact that a 
rise benefits traders, manufacturers, and landowners, and indirectly 
the workers, whose wrages sooner or later follow the rise of prices — 
in one word, all who make up the active part of the population, — 
whereas a fall benefits only the silent mass of consumers. 

Yet a rise or fall in prices is only a sign of activity or abundance 
when it results from causes affecting commodities. When it arises 
from scarcity or abundance of money it implies no change in pro- 
duction. It might even be thought that in this latter case it must 
make absolutely no difference, being piuely nominal. But it is 
not so. No doubt price variations, so far as they result entirely from 
variations in the monetary standard, make little difference to those 

^ If the rise m prices since the war had been due entirely to an excess of paper money, 
then evidently the country that issued most paper should have experienced the gi-eatest 
rise. Now this was not the case. Of all the belligerent countries it was Prance 
that (next to Russia) issued most notes: the amount increased sevenfold, from 5,800 
million francs in July 1914 to 38,000 million francs in 1919. Yet it was not in France 
that the rise of prices was greatest. It may even be remarked that while the issue 
of notes did not increase, and even diminished a little, after 1919, it was precisely from 
that date to the end of 1920 that the rise in prices was most rapid. 
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who buy with one hand and sel again with the other, but they have 
important consequences for long-period creditors, and particularly 
for annuitants who have to receive a fixed sum of money for a large 
number of years or even for life; and they are important in the op- 
posite way to debtors who have to pay such a fixed sum, among whom 
the greatest of all is the State. It is plain that the depreciation of 
money is as disastrous to the first of these classes as it is advantageous 
to the second. 

These disturbances of price, whether for good or for evil, are on 
the whole unfair, since they alter the conditions laid down in con- 
tracts for loans and other payments. It would be desirable, there- 
fore, if some means could be found of avoiding them. This can be 
attempted in two different ways: either by regulating the quantity 
of (metallic or paper) money according to need — a proceeding called 
the stabilization of money, which is too complicated to be described 
here; — or by dealing with the commodities instead, which is the 
essential function of cartels, as we have already explained (p. 177). 

VI. ADVANTAGES ARISING FROM EXCHANGE 

The following are the advantages that arise from exchange: 

(1) Exchange enables us to 7nake the best use of icealth which would 
otherwise remain useless. 

Without exchange, what would England do with its coal, the 
Transvaal with its gold, Tunis with its phosphates, or Brazil with its 
coffee and cinchona.^ In analyzing the conception of wealth, w^e 
found that the indispensable condition for any object whatever to 
count as wealth was its capacity for being utilized (p. 88). Now in 
order that this may be effected, the wealth must be conveyed by 
means of exchange to the person who is to use it — the quinine to 
the fever patient, the phosphates to the farmer, the coal to the 
manufacturer. Suppose that exchange were everywhere abolished 
to-morrow, by a universal decree, and that all persons and all coun- 
tries were compelled to keep for themselves all the wealth that they 
produced. What an enormous quantity of wealth would thus be 
smitten into uselessness at a single blow, and fit only to be left to 
rot where it stands! Not only must we say that without exchange 
the greater part of wealth would remain useless, but we must add 
that in that case it would never have been produced. Exchange, 
therefore, increases utility, and often even creates it. 

We must regard exchange as the last of the series of productive 
acts that begins with invention (which is likewise an immaterial 
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act) and continues throughout the whole range of agricultural, 
manufacturing, and transport operations, bringing the products step 
by step to their final destination, in the hands of those who will use 
them. Change of form, change of place, change of ownership — 
all three are equally indispensable to the attainment of the final result. 

It is true that there are certain exchange and credit transactions 
which can hardly be said to be acts of production, such as the sale 
of houses, the sale of transferable securities on the Stock Exchange, 
running into millions of pounds, and that of pictures or furniture in 
the sale-room. For what difference does it make to production 
whether such and such a share or bond, picture or house, belongs to 
Peter or to Paul? These sales are purely legal transfers, of interest 
to the lawyer but not to the economist. We are only concerned here 
with transfers of the other kind — those that are connected with 
production. 

Still, even in the case of the sale or hire, either of definite products 
or of land and capital, we are right in saying that though they do not 
constitute acts of commerce, they may yet be regarded as creators of 
utility, and therefore as productive, in the sense that the thing sold 
or hired always acquires more final utility (p. 92) by the very act 
of sale or hire, since it is evidently desired more by the buyer or bor- 
rower than by the seller or lender, for otherwise the seller would not 
have sold and the lender would not have lent. 

(2) Exchange enables us to make the best use of persons themselves 
and those of their productive powers which would otherwise remain idle. 

Observe, indeed, that if there were no exchange, each man would 
have to produce everything that was needful to satisfy his own 
wants. If his wants were ten in number, he would have to engage 
in ten different trades. No matter whether he did this well or ill, 
he would be obliged to regulate his production not by his aptitudes 
hut by his wants. With the introduction of exchange the situation 
is completely altered. Everyone henceforth is sure of being able to 
obtain by exchange whatever he needs, so he devotes himself solely 
to the task that he can perform best. Henceforth he regulates his 
production not by his wants but by his aptitudes or his means. Be- 
fore the era of exchange, everyone in the world had to produce what 
he needed most: now everyone devotes himself solely to producing 
what he can most easily produce. That is an important and mar- 
vellous simplification. 

It may be said that the advantages just described are much like 
those afforded by division of labour; and, in fact, they are the 
same, but very greatly increased and multiplied. Without exchange. 
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association and division of labour would of necessity require a pre- 
vious agreement among 'tliose wlio were to work together: they 
would all have to agree to co-operate in the common task. But 
exchange does away with the necessity for this previous agreement, and 
thus enables the division of labour to- extend beyond the narrow 
circle of the workshop or the family community and spread over the 
whole area of a vast country and even to the uttermost ends of the 
earth. Henceforth each man, near at hand or far off, wiU produce 
according to his natural or acquired aptitudes, and according to the 
natural properties of the region which he inhabits. He can devote 
himself entirely to one kind of work, and always put the same product 
on the market, with the certainty that owing to the ingenious median** 
ism of trade and transport he can obtain in exchange whatever 
other product he needs. It has often been observed that the things 
that each one of us consumes in a day are the combined result of 
the toil of hundreds or perhaps thousands of workers, united to one 
another by an invisible but very real bond of association.^ 

Exchange would be almost impossible if it had not created for 
itseff certain indispensable instruments. These are: 

(1) Professional agents called merchants or traders, to serve as 
intermediaries between producers and consumers; 

(£) Meeting-places called markets to enable the owners of different 
objects to get into touch -with each other; 

(3) Instruments called weights and measures, to measure the 
quantities exchanged; 

(4) Means of transport, to facilitate and accelerate the transfer of 
merchandise; 

(5) An intermediate commodity called money, for the splitting-up 
of barter into sale and purchase. 

Here we shall only study the last and most important of these 
instruments of exchange. 

^ It is said that Mr. Carnegie, the American millionaire, at a splendid banquet which 
he gave to the members of the Pan-American Congress in 1890, remarked with some 
pride: “Almost the whole world has contributed to the menu which is going to be 
put before you.” Doubtless this was true: but the really wonderful thing is that 
a poor man could say exactly the same of his dinner. As M, de Laveleye has well 
said: “The poorest workman consumes the products of the two hemispheres. The 
wool for his clothes comes from Australia, the rice in his soup from India, the wheat 
in his bread from Illinois, the oil in his lamp from Pennsylvania, and his coffee from 
Java.” (Elements d'Economie poHHque, p. 198.) 
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It is not in virtue of any express agreement or social contract that 
certain objects have become mediums of exchangey but in consequence 
of certain advantages which forced them upon men’s choice and 
marked them out for the performance of this high function. 

The difficulties of barter (see above, p. 188) obliged men to choose 
an intermediate commodity to play a part in every act of exchange. 
They naturally chose the one that was most familiar to them and 
most commonly used — first of all the wild produce of nature, and 
later on articles which they had made. The cowrie shells of the coast 
tribes of Africa, and the cocoanuts and coloured feathers of the South 
Sea Islands, must have preceded, ethnographically if not chronolog- 
ically, the arrow-heads of cut flint that are already industrial products. 

In patriarchal societies this intermediate commodity was naturally 
their one and only form of wealth — cattle, whether buffalo, ox, or 
sheep, — and most Indo-European languages, even the Basque, have 
left us the memory of this primitive kind of money in the name they 
give to it.^ The same fact is recalled by the figure stamped on some 
ancient coins, such as the bull’s head at Athens. 

Many other commodities, in different circmnstances and in dif- 
ferent lands, have played the part of this intermediate commodity 
— rice in Japan, bricks of tea in Central Asia, furs or blankets in 
the Hudson Bay Territory, calico or bars of salt in Central Africa. 
But among them all there is one class of objects that attracted man’s 
attention very early and quickly superseded everything else in all 
societies that were in any way civilized. These were the precious 
metals: gold, silver, and copper. 

Owing to their chemical properties that make them comparatively 
incapable of change, these are the only metals that are found in 
nature in a pure state — gold more so than silver, and silver more 
than copper. Consequently they were known and used by man 
before his metallurgical knowledge enabled him to know and use 

^ The chief example is the Latin word pecunioy which originally meant a herd of 
cattle. In Homer all values are reckoned in oxen — the value of the armour of 
Diomede and Glaucus, for instance. Hence arose the Greek phrase, *‘to put an ox 
on his tongue,” meaning to bribe someone to keep silence. 
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other metals, such as iron. It is remarkable that the ancient legend 
of four ages of gold, of silver, of copper, and of iron — arranges 
these four metals in the precise order in which they became known to 
man.i Their physical properties also — lustre, colour, and mal- 
leability — helped to make them much sought after in early times, 
both for ornament and for industrial purposes, and woxild be sufficient 
justification for the important part they have played in all ages and 
among all races. 

These natural properties produce certain economic consequences 
of the highest importance, which give to the precious metals a very 
marked superiority over all other commodities. They are as follows; 

^ (1) Ease of transport. — No other object is so valuable in propor- 
tion to its weight. The weight that a man can carry on his back is 
about 65 pounds. Now 65 pounds of coal would be worth about 
9d.; the same weight of wheat, about 6s.; of wool, 25s. to 30s.: 
of copper, £2 to £4; of ivory, £30; of raw silk, £60; of silver (at 
par), £120; and of fine gold, £4,000 (at pre-war prices). 

This characteristic is of enormous importance — much more so 
than would appear at first sight, for this reason. It is plain that if 
we could do away with the difficulty of transport for any commodity; 
if we could endow it with the capacity of being everywhere at once; 
if the whole world could be made into a single market for it; then the 
result would be that its value would be exactly the same everywhere. 
Suppose that such a commodity cost less in one country than in 
another. People would immediately come and transfer it from the 
first eoimtry to the second; and as transport, on our hypothesis 
would present no difficulties and cost nothing, the slightest differ- 
ence in value would suffice to make the oi)eration profitable. EquOib- 
rium, once destroyed, would therefore be instantly restored, just as 
the level of a liquid is instantly restored if its molecules are perfectly 
fluid. 

Now as the precious metals are of all commodities, except precious 
stones, those which have the greatest value in the smallest volume, 
they are also the commodities whose transport is easiest and whose 
value will therefore most quickly recover its normal level. For 
1% of its value, freight and insurance included, a cargo of gold or 
silver can be transported from one end of the world to the other, 
whereas the same weight of wheat or coal would cost 20%, 30%, 
or perhaps 100% of its value, according to the distance. Gold 

‘ Gold, in fact, generally appears in nature in a pure state, while silver is always 
found in combination, as an ore. That is why, in Homer, silver and copper are more 
valuable, because more scarce, than gold. 
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rushes with the speed of the wind to the markets where its value is 
greatest. 

It might seem to follow from this that the value of the precious 
metals ought to be the same, within 1% at any rate, all over the world. 
This, however, would be an exaggeration. On the contrary, their 
value is certainly not the same everywhere, and it is naturally low- 
est in places where they are produced. This explains the incredibly 
high prices reported so often from mining districts where gold issues 
from the earth like a spring — Australia half a century ago, and the 
Transvaal and the Edondyke more recently. None the less, the 
value of these metals may be considered as fulfilling quite satisfactorily 
the first requirement of a good measure of value — invariability 
from place to place. 

(£) Unlimited durability, — In virtue of chemical properties that 
make them proof against almost any combination with air, w'ater, or 
any other substance, gold and silver may be preserved without alter- 
ation. There is no other kind of w’-ealth of which this can be said: 
animal and vegetable products decay, and even some metals, like 
iron, oxidize and crumble into dust. 

This characteristic is almost as important as the first. It has the 
same effect in regard to time as the other has in regard to place — 
that is to say, invariability of value, at least relatively, from one 
period of time to another. Because of their durability, in virtue of 
which the same particles of metal may be coined and recoined for 
century after century, the precious metals are accumulated little by 
little into a mass of imposing size — something like four thousand 
million pounds-worth to-day, of which more than half is held by 
the United States, France, Russia, Germany, and England. Into 
this mass the supply produced every year is poured, as into a reser- 
voir that is always growing larger, so that occasional variations tend 
to make less and less difference. In a rapid torrent the smallest 
increases in volume make enormous changes in the general level, 
but the greatest increases in the volume of the Rh6ne only raise the 
level of Lake Geneva a very few inches. Similarly the river of gold 
that pours into the world’s treasury, whatever increases take place 
in its volume, can only raise its level very slowly. Thus, although 
the increase in the production of gold has been enormous in the last 
five and twenty years — the annual production having risen from 
££0,000,000 to more than £80,000,000, — yet this production repre- 
sents only a small fraction of the existing stock of the two metals. 
Moreover, the whole of this annual supply of gold does not go to 
swell the stock of money — very far from it: a large part, between 
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a tMrd and a, half, is diverted to industrial uses and to fee hoarded 
in Eastern lands, so that the annual increase in the stock of money 
is scarcely £60,000,000, which represents, a rate of increase: of less 
than 8% on the total of at least 2,400 millions (counting gold alone). 

How different is the case with wheat, for example. It does not 
last, but is consumed the first time it is used. Whm each new 
harvest comes along, the granaries are almost empty. If the wheat 
crop one year were doubled throughout the world, the total stock 
would be doubled likewise, and the fall in price would be terrible. 

At the same time, variations in the output of the precious metals 
do, in the long run, become perceptible, for even at the smaE rate of 
increase of 8% the total stock would be doubled in thirty years. 
So although the value of these metals offers a sufficient guarantee of 
stability when only short periods of time are taken into account, it 
is far from doing so to the same extent when we consider longer 
periods. Hence arise certain serious disadvantages to w’hich we 
shall have to return later. 

(8) Identity of quality, — As the precious metals are what chemists 
call elements, they are always identical with themselves. An ex- 
perienced merchant can distinguish Odessa wheat from California 
wheat, or a tuft of wool from an Australian sheep from one grown on 
the back of a Spanish merino; but the cleverest goldsmith, or the 
chemist equipped with the most powerful reagents, can find no dif- 
ference between Australian gold and gold from the Ural Mountains. 
There is no need of "‘samples’’ here. 

(4) DifficuUy of counterfeiting, — The precious metals" can be 
recognized at once by the eye, the ear, and the touch, owing to their 
distinctive colour, metallic ring, and weight. They are thus easEy 
distinguished from all other substances, and even from other metals.^ 

(5) Perfect divisibility . — This must be understood not only in 
the mechanical sense — gold and silver being, in fact, extraordinarily 
ductile and malleable — but also in the economic sense. Divide 
an ingot into a hundred pieces, and you make no change whatever 
in its value. The value of each piece is exactly proportional to its 
weight, and the value of all the pieces together is exactly equal to 
that of the original ingot.^ 

^ Nickel coins may be taken for silver ones from their appearance, but the difference 
is clearly apparent to the sense of touch. 

2 Precious stones are superior to the precious metals in the first of these five prop- 
erties — great value in small bulk, — but in all other respects they compare very un- 
favourably with them. They are very variable in quality, they are capable of being 
successfully counterfeited, and, above all, they cannot be divided without losing prac- 
tically the whole of their value. 
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It is one tiling to use the precious metals as an instrument of 
exchange, and another thing to use them as money, in the strict 
sense of the term. Progress from the one to the other is marked 
by three distinct stages. 

(1) The precious metals were first used in the form of crude ingots. 
In every exchange transaction, therefore, these ingots had to be first 
weighed and then assayed. The legal forms of ancient Roman law, 
such as man&ipatio and its accompanying libripens, retained the 
symbolism of the time when the instrument of exchange — silver 
or bronze — was weighed. And in China, where coined money was 
not employed, the merchants could have been seen, until recently, 
carrying their scales and touchstone at their girdle. 

(2) When men grew tired of having to carry out this double process 
every time they made an exchange, it occurred to them to use shaped 
ingots, whose weight and fineness were determined beforehand and 
certified, if necessary, by some official seal or stamp. The lawgiver 
who first conceived this ingenious plan may claim the glory of having 
really invented money. For thereafter the ingots were no longer 
weighed but counted^ and that is the characteristic of money. It 
seems likely that it was a king of Lydia, a successor of Gyges, who 
coined the first money, about 700 to 650 b.c. Specimens of his 
coins may still be seen in the British Museum. They are made 
neither of gold nor of silver, but of an alloy of these two metals which 
the Greeks called "'electron,” and instead of being round they are 
egg-shaped or bean-shaped, and bear no marks except a few strokes 
and three indentations. In China also, until quite recently, the 
ingots often bore the mark of certain business houses, intended to 
certify their weight and fineness. 

(8) One step yet remained to be taken. Not only was the shape 
of the cubical or irregular ingot somewhat inconvenient, but also, 
in spite of the stamp, nothing was easier than to "clip” it without 
detection. It was still necessary to weigh it, therefore, to make 
sure that it was intact. To remedy these practical drawbacks men 
were led to adopt the form of coined money that is familiar now to 
all civilized peoples — little discs covered on both sides and on the 
edge with raised impressions, so that no one can file them or tamper 
with them without leaving visible traces on the design. 

Thus was reached the typical coin or piece of money in the proper 
sense of the word, and for hundreds of years it has not been appre- 
ciably modified. We can adopt for it the definition given by Jevons 
" Coins are ingots of which the weight and fineness are guaranteed hy 
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the gomrnmenty and certified by the integrity of dssigm wipressed on 
the surfaces of the metaV 

This is certainly one of the inventions that stand in the front rank 
in the history of civilization — not in the same rank as the invention 
of the alphabet, but not far behind it. Imagine what would be the 
state of commerce and industry — not to mention economic science 
— if there were no means of measuring value! We should live like 
savages under a system of barter. Before accepting an order, every 
manufacturer and every exporter has to calculate his cost price and 
his selling price, and a farthing more or a farthing less per unit of 
product may make all the difference for him between fortune and 
ruin. 

Nor is it only a question of profit: it is also a question of justice. 
It is not for nothing that the allegorical figure of Justice always car- 
ries a pair of scales. The exploitation of which the negroes of Africa 
are victims when they sell their rubber or their ground-nuts, is very 
largely due to the absence of money, which conceals it. It is a fact 
i well known to colonials that as soon as money begins to be employed 
in sales, the condition of the natives is very much improved. 

n. FUNCTIONS OF MONEY 

I 

We have just said that money as a measure of value is one of the 
j finest instruments of civilization. But what about money as a form 

f of wealth? Does it merit a place apart, an exceptional position, 

i among all the kinds of wealth? — That is another question. 

} The answer given by common opinion is quite definite. In every 

f age and in every place, except among savages, money has occupied 

f an exceptional place in the thoughts and desires of men. 

It would be interesting to trace through history the various mani- 
festations of this idea that confounds gold with wealth. We find 
it in the attempts of the alchemists of the Middle Ages to change 
other metals into gold and thus to discover what they called the 
philosopher’s stone, thinking far more of an economic revolution 
than of a chemical discovery. We find it again in the enthusiasm 
that was aroused in the Old World by the arrival of the first galleons 
f from America, and that led men to imagine that in that Eldorado 
was to be found the end of all their misery. We find it in the com- 
i plicated “systems” attempted by all governments during the six- 

teenth and seventeenth centuries, to attract specie into countries 
that possessed none, and to prevent its export from those that had 
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it. And e¥eii to-day we see tiie same notion at work in tlie anxiety 
witk wiiich. statesmen and financiers watcli tlie import and export of 
specie wMct is caused by variations in tbe export and import of 
merctandise. The celebrated financier, John Law, declared even 
at the beginning of the eighteenth century that an increase in the 
amount of coin added to the value of a country. 

But if we ask the economists if money is an exceptional kind of 
wealth, the answer will be very different. We may even say that it 
was by protesting against the popular idea — which the economists 
regarded as a prejudice — that political economy first revealed its 
existence. The science had scarcely been born, and was still in 
its infancy, when it affirmed through the lips of Boisguillebert (1697) 
that ‘‘it is very certain that money is not a good in itself, and that 
its quantity has nothing to do with the opulence of a country.’’ 
Since then, every economist has treated money with utter disdain, 
declaring it to be merely a commodity like any other commodity, 
and even very inferior to others, as being itself incapable of directly 
satisfying any want or procming us any enjoyment. Consequently, 
they say, it is the only commodity of which it can be said that its abun- 
dance or scarcity is a matter of complete indifference. If there are 
few coins in a country, each of them will have a greater purchasing 
power: if there are many, the purchasing power of each will be smaller; 
so what difference does it make? 

These two opinions, however contradictory in appearance, are very 
easily reconciled. The public is right from the individual point of 
view — the only one in which it is interested. The economists are 
right if we ignore individuals, for the utihty of money is not the 
same for society as it is for them. 

For individuals, money has not one but three distinct utilities: 

(1) It is the only direct instrument of acquisition. Every piece of 
money must be regarded as an order drawn on the total stock of 
existing wealth, and giving the bearer the right to claim a part of 
this wealth up to the value indicated on the coin.^ 

Money may take the place of every other kind of wealth because 

i Coins are orders that are superior to other credit instruments because they carry 
their own guarantee with them: their value is assured, in part at least, by the value 
of the metal they contain. "If you know how to read, with the eyes of the mind, the 
inscription which a coin bears, you will clearly distinguish the words: ‘Give to the 
bearer a service equivalent to that which he has given to society, a value that is dis- 
closed, proved, and measured by the value that I myself contain.’” (Bastiat, Maudit 
argerd.) At the same time we must make some demur to the optimistic assumption 
that every piece of money really represents a rendered. 
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its possession is enougii to procure for us ansrtMiig that we want. 
It is like Aladdin’s lamp: the genii are enlisted in its ser^dce. 

It is clearly our individual interest to have as many of these 

orders” as possible, and the more we have the richer we are. Of 
course we know well that, in themselves, they can neither satisfy 
hunger nor quench thirst. Men have never been stupid enough to 
imagine that, and, long before it was pointed out by economists, 
ancient legend had taught the same truth with its picture of King 
Midas dying of hunger in the midst of the food that his avarice had 
turned into gold. But, none the less, we all regard these orders as 
infinitely more convenient than any other form of wealth, and we 
are perfectly right in doing so. 

In fact, given the present organization of society, we know that 
anyone who desires to obtain an object that he has not actually 
produced (which is the case with the vast majority of us), can get 
it only by means of a double process, which consists in, firsty exchang- 
ing the produce of his labour, or his labour itself, for money, and 
secondly y exchanging this money for the object he wishes to acquire. 
These two operations are called, respectively, selling and buying. 

Now the second of these operations, buying or purchase, is very 
simple: with money it is always easy to procure what one wants. 
But the other operation, that of selling, is much more difficult: 
it is not always easy to procure money with just any object, even one 
of great value. So the owner of money is much more favourably 
situated than the owner of goods, for, to satisfy his wants, he has 
only one very easy step to take, whereas the man who owns goods 
has to take two steps, one of which is often a very difficult one. It 
has been well said that a particular commodity answers only to 
a special and definite wanly while money meets any want whatevefy 
at our own choice. The owner of even a very useful commodity 
may not know what to do with it. But the owner of money is never 
at a loss: he can always find someone to accept it, and if by any 
chance he cannot use it at once, he can always keep it till a more 
favourable opportunity appears, which is not always possible with 
other kinds of wealth. 

(£) Money has another very important quality, besides that of 
being the only direct instrument of acquisition. It is the only in- 
strument for the discharge of debts. No other kind of wealth enjoys 
this privilege, for law, as well as custom, recognizes no other method 
of payment than that of money. Everyone in the commercial or 
industrial world is always a debtor for larger or smaller amounts, 
and it would be no use for the merchant or manufacturer to possess 
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a stock of goods even exceeding the amount of his debts^ if he has no 
money. (It has happened more than once in cases of bankruptcy 
that the assets were greater than the liabilities, when everything was 
included.) E he cannot meet his liabilities at the appointed date 
with that special form of wealth which consists in coined money, 
he is made bankrupt. Is it surprising, therefore, that men should 
attach so much importance to a commodity on the possession of 
which their credit and their honour may at any moment depend.^ 

Money, then, is an instrument of freedom. And besides freeing 
men from the bondage of debt, we may use the word ‘freedom’’ 
in the wider sense, and say that it frees them also from the original 
debt that all the sons of Adam seemed to have contracted — the 
obligation to work. 

(3) Money has yet a third part to play — that of storing and pre- 
serving value until the time when it is needed. This is the part it 
plays whenever it is hoarded. It is true that what determines this 
use of money is not so much its character as coin, as the fact that it 
is a precious metal. In former times it was not only money that 
was hoarded, but gold and silver vessels and ornaments, and even 
precious stones as well. But it is more convenient to hoard coins 
than plate or jew^els. 

Every individual, therefore, has good grounds for thinking himself 
more or less rich according to the amount of money he possesses. 
But if, instead of considering the position of an individual, we look 
at the mass of individuals that make up society, we get a different 
point of view. Here it is that the economists’ thesis — that the 
amount of money is a matter of indifference — is verified. It mat- 
ters little to me, indeed, if the quantity of money in my possession 
is multiplied by ten, if it is just the same for everyone else. In such 
an event I shall be no wealthier, because wealth is purely relative, 
and I shall not be able to procure any greater amount of satisfaction 
than before, since the total amount of wealth on which these '"orders” 
are drawn has not increased. Henceforth each "order” will give 
me a claim to a share only one-tenth as great as before; each piece 
of money will have only a tenth of its former purchasing power; 
or, in other words, all prices will be ten times as high, — and my po- 
sition will be unchanged. 

But let us go a step further and look at countries in their relations 
with each other. Then it will appear that countries, like individuals, 
have an interest in being weU provided with money. H the quan- 
tity of money in this country were to be multiplied by ten, this 
would make no change in the position of Englishmen in relation to 
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each other, supposing that the increase is the same for them all.. 
But it would make a great difference to this country in relation to 
other countries, and economists have sometimes been wrong in 
seeming to deny so obvious a fact, in their fight against the mer- 
cantile system. It is true enough that money would depreciate here, 
owing to its very abundance; but it would keep intact its purchasing 
power in foreign markets. We should employ it in the purchase of 
foreign goods, and so it might procure for us an increase of satis- 
faction proportional to the increase in its amount. 

The thesis of the economists that the abundance or scarcity of 
money is a matter of indifference only becomes absolutely true, 
therefore, when we consider neither individuals nor even countries, 
but the whole human race. Then, indeed, coined gold and silver 
has no other utility than as an instrument of measurement. A sufii- 
cient quantity is required for the needs of exchange, and neither more 
nor less than that. As these needs go on increasing progressively, 
it is as well that the quantity of money should increase correspond- 
ingly, and it is even desirable, as we shall see in the next section, 
that it should increase rather faster than the needs. But it is cer- 
tain that the discovery of gold mines a hundred times richer than 
those now existing would not benefit man at all. Such an event 
would even be disagreeable rather than otherwise, for gold would 
then be worth no more than copper; so we should have to load our 
pockets with as cumbrous a kind of money as that which Lycurgus 
sought to force upon the Spartans. 

III. VARIATIONS IN THE PRODUCTION OF GOLD 
AND SILVER AND THEIR EFFECTS 

Gold seems to have been abundant in ancient times, at least rel- 
atively to economic needs, which were limited, and relatively also 
to silver. In Greece the relative values of the two metals were ap- 
proximately 1 to 10; under the Roman Empire the value of silver 
and prices do not seem to have been very different from what they 
are to-day. 

But after the invasions of the Teutonic barbarians the accumu- 
lated treasures disappeared, and gold and sUver became very scarce. 
Their scarcity, and consequently their value, seems to have reached 
its highest point in the time of Charlemagne, which means that 
prices were then at their lowest. A shilling at that time was equiv- 
alent to a modern (pre-war) pound. 

The production of the precious metals increased enormously as 
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a result of the discoYery of America. There was a veritable flood 
of specie, and prices rose fivefold in the course of the, sixteenth cen- 
tury. 

Then production slackened again when the stocks accumulated 
by the natives were exhausted, and it was necessary to exploit the 
mines. In the course of the three following centuries the average 
annual output did not exceed £l,£00,000. It increased after the 
beginning of the nineteenth century, but is was not until after 1850, 
when the Californian and Australian goldfields were discovered, 
that the average production exceeded ££4,000,000. Then it slack- 
ened again with the exhaustion of these mines, but took an unpre- 
cedented flight in the last years of the century owing to the exploita- 
tion of the mines of the Transvaal and the Edondyke. In 191£ the 
production of gold alone amounted to nearly a hundred million 
pounds. Since the war it has again slackened, and in 1919 it fell 
to about £76,000,000. 

The production of silver has fluctuated in very much the same 
way, though the variations have not been parallel. And if we draw 
a diagram to show the production of these two metals and the move- 
ment of prices for the last thousand years, we shall notice that the 
movements of the two curves more or less correspond, which seems 
an indisputable proof of the quantity theory (see above, p. 196). 

Will it be the same in the future? It is to be expected that it 
will. Gold and silver are not so scarce as it is thought: they exist 
everywhere — in minute quantities, to be sure, but improvements 
in metallurgy are continually lowering the point below which the 
extraction of the metal from the ore ceases to be remunerative. 
It is probable, therefore, that the metals will become increasingly 
plentiful, and increasingly less valuable in consequence. We 
should be justified in concluding, then, that in so far as gold and 
silver remain the monetary standards, the rise in prices will be con- 
tinuous and unlimited. 

But at this very moment we are in the presence of a monetary 
revolution which is removing gold from circulation and replacing 
it by bank-notes. During the war, the substitution of paper for 
metallic money was complete, the gold remaining buried in the 
vaults of the great banks or being exported in small quantities for 
making payments abroad, and that not only in belligerent countries 
but even in neutral ones as well. 

The use of gold being thus more and more restricted through the 
competition of paper money, the paradoxical result followed that 
while the prices of everything, and notably of all other metals. 
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increased tlireefold or even fivefold, the vcdm of goM diminwhed,. 
How can we tell, it wiU be asked, whetber gold bas changed its val- 
ue, since there is only itself by which to measure it? We can tell 
by comparing its value with that of other commodities, or with 
that of silver. Or we can say, if this makes it any clearer, that the 
price of an ingot of gold expressed in bank-notes has risen much 
less than the price of coal, wheat, iron, or anjrthing else. And the 
price of an ounce of gold expressed in ounces of silver, which had 
risen as high as 30, fell again nearly to the par price, 15.^ 

It is precisely this fall in the value of gold that has been one of 
the main causes of the diminution in its output that we noticed just 
above. 

This does not mean, however, that gold will not continue to play 
an important monetary part and even increase its importance, 
for by ceasing to be a national form of money it will become an 
international one. If it is no longer employed in payments be- 
tween individuals it will be used for payments betw-een nations. 

Will this substitution of paper for metallic money result in an 
acceleration of the secular depreciation of money and the rise of 
prices that we have just mentioned? To judge from existing facts, 
which show us a greater rise in prices in five years than took place 
before in five centuries, the ans'wer must be in the affirmative. 
But perhaps this reply would be too hasty, for it would be easier, 
at least for a prudent government, to stabilize prices with paper 
money whose issue is regulated at will, than with money whose pro- 
duction depends on the chance discovery of mines. In other words, 
artificial money lends itself better to regulation than natural money 
(see below, Chapter IV) . 

The depreciation of the monetary standard is a phenomenon of 
considerable social importance, and one whose effects must be re- 
garded, on the whole, as beneficial. To begin with, its ordinary 
result is a rise in prices. Now a rise in prices is a useful stimulus 
to production; it keeps the spirit of enterprise on the alert; it encour- 
ages a rise of wages; it acts as a tonic; it is a symptom of sound eco- 
nomic health. It is true that if these fortunate effects are intelli- 
gible enough when the rise in prices is due to an increase in commer- 
cial activity and in demand, it ought not to be the same when 
it bears no relation to the movement of business and is simply 

^ In France tlae price of a kilogramme of gold rose to 10,000 or 11,000 francs, wkile 
its normal pre-war value was 3,100 francs; so its price was trebled. But tbe price of 
other commodities rose much higher than this, for the index number rose to over 
400, which means a fourfold increase (see above, p. 61). 
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caused, as in the case we are considering, by the depreciation of 
money. But this does not matter: appearance has here the virtues 
of reality. 

Such has been the case in Europe since the war. We have la- 
mented the dearness of everything, but the high prices have acted 
as a stimulus befitting a time when a mighty effort is required from 
every country to set industry on its feet again. This became plain 
as soon as the fall began, at the end of 19£0, for it acted like a shower 
of cold water. 

Moreover, a fall in the value of money is favourable to debtors, 
since they can discharge their liabilities by paying a smaller value 
than they received. To repeat a famous phrase that was applied 
to the discovery of the mines of the New World, depreciation means 
a new way to pay old debts. It acts like a fall in the rate of inter- 
est, or, still more, like an automatic redemption of capital.^ 

It is true that depreciation is just as prejudicial to the interests 
of the consumer and the creditor as it is favourable to those of the 
producer and the debtor. But the injury it does them is itself a 
benefit. As far as the consumer is concerned, he can make up for 
the increase in his expenses by the increased value of his produce 
if he is an independent producer, or by his rise in wages if he is a 
wage-earner. If he consumes without producing anything, so much 
the worse for him: he is justly punished by the rise in prices. As 
for the creditor, if he has given credit for short periods, as is cus- 
tomary in commerce, then the depreciation of money does not sen- 
sibly affect him. If his credit is for a long period or perpetual, if it 
is based on investments in government securities, landed property, 
railway bonds or municipal loans, etc., then he simply belongs to the 
class of unproductive consumers, and it is good for him to be re- 
minded by the continual reduction in his income that he is playing 
the part of a parasite and that, if he wants to keep his social posi- 
tion or to hand it on to his children, he will do well to play a more 
active part, or at least to teach his children to do so. A great French 

^ The position of countries that borrowed hundreds of millions during the war is, 
from this point of view, singularly disquieting. If the depreciation of money con- 
tinues and increases, it will trouble them as governments, but as debtors they will be 
bound to rejoice, since their load of debt will be lightened accordingly. If the cur- 
rency fell to a tenth of its former value, then the interest on the various public debts 
would represent only one-tenth of its nominal amount. If, on the other hand, as we 
hope and try to accomplish, the value of the paper note gets back to par, then the 
State, which borrowed in depreciated money, will have to pay back twice or three 
times what it received, which will be an overwhelming burden. This is a contingency 
that is never mentioned! 
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financier, Laifitte, wlio was certainly no socialist, said long ago, 
speaking of tlie man of independent means: ‘‘He must either 
work or reduce Ms wants. The capitalist’s part is that of an idler: 
his task should be to economize, and it is none too heavy a one.” 

Moreover, these rentiers have the less reason for complaint be- 
cause, if they are sensible, they have plenty of means of avoiding 
this penalty and counteracting the effects of the fall in the value 
of money. They can do this either by purchasing securities hehm 
'pdf below the price at which the debtor has promised to redeem 
them — and thus profiting by their increase in value; or else by in- 
vesting part of their fortune in the shares of industrial companies, 
whose price rises with the rise in the price of the produce, unlike 
bonds and other securities. 

Those who suffer most from the continued depreciation of money 
are corporations, such as charitable foundations, scientific societies, 
public institutions, social organizations, etc., which cannot produce 
anything, since they are not profit-making bodies, and cannot often 
invest their funds in anything but government securities, so that 
their income gradually melts away. Yet even for them it is not 
altogether bad that they should have to renew their life by fresh 
acts of generosity instead of depending always on the charity of 
the dead. 

IV. CONDITIONS THAT GOOD MONEY MUST FULFIL 

All legal money should have a metallic value strictly equal to its 
nominal value. This is the ruling principle in this matter.^ 

Money, as we know, has three functions: it is an instrument of 
acquisition or purchase, an instrument for the payment of debts, 
and a means of hoarding wealth. All three functions spring from 
custom, but they ought to receive the sanction of law. In fact, only 
the law can compel a creditor or a seller to receive a particular kind 
of money by way of payment. This is the privilege that makes 
money what is called legal tender. Nor is there any security in sav- 
ing except in so far as the money that is stored aw^ay retains this 
privilege. But the privilege assumes the fulfilment of the condi- 
tion indicated above. Here, let us say, is a sovereign. By stamp- 
mg on this coin the device that represents a pound, the Government 

^ Tke expositions here and in the next chapter on Monetary Systems have lost much 
Df their interest owing to the disappearance of metallic money from circulation, but 
they are of great theoretical importance none the less. Besides, this disappearance 
may be only temporary. 
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intends to certify tliat it is really worth a poundj and that everyone^ 
can accept it with perfect- confidence. If the coin does not possess 
the value attributed to it, the Government is guilty of actual fraud. 
During many centuries, unfortunately, rulers have shown few scru- 
ples in this respect; but to-day it is a matter of dignity and good faith 
in which a government would scarcely dare to be found at fault. 

Every piece of money, therefore, must be regarded from two 
points of view: as a coin, it has a fixed value, which is marked upon 
its face; as an ingot, its value is identical with the market price of the 
metal it contains — for there are markets and price quotations for 
gold and silver, as well as for wheat and cotton. 

Whenever these two values coincide — whenever, for instance, 
the little lump of metal weighing 123.27447 grains, 11/12 fine, which 
constitutes a sovereign, has a market value of £l (corresponding 
to a price of £3, 17s. 10|d. per ounce^) — we say that the money is 
good, or, in technical language, that it is standard money. It re- 
mains to enquire how this perfect coincidence is established and 
maintained. 

First case, — If the value of the ingot exceeds the value of the 
coin — if, for instance, a coin that is legally worth a sovereign con- 
tains a guinea’s-worth of gold, — then the money is said to be heavy 
or over weight. This is a good, fault, but it is a fault all the same; 
and, as we shall see presently, it may prove a serious inconvenience. 
At the same time there is no need for great anxiety about this con- 
tingency, for the following reasons: first, because governments are 
rarely likely to coin heavy money; if they do so it can only be 
through ignorance, for it obviously involves them in loss; to make 
sovereigns each containing a guinea’s-worth of gold would be as 
ruinous a business as for a manufacturer to make rails at £5 a ton 
with steel that is worth 5 guineas; — and, secondly, because even if 
the coin were over weight, owing to certain circumstances to be 
dealt with later, such as a rise in the price of gold after it had been 
coined, it could not long remain so. In fact, as soon as people knew 
that the gold in a sovereign was worth a guinea, everyone would 
rush to realize this profit by treating the money as merchandise — 
selling it by weight, and continuing this process until the coins had 
completely disappeared. We shall see later that in bimetallic mone- 
tary systems this situation occurs fairly often. 

Second case, — If the value of the ingot is lower than that of the 
coin — ■ if, for instance, a coin that is legally worth a sovereign con- 

^ This refers to an ounce of gold fine, i.e., eleven parts gold to one part copper; 
the price of gold is of course proportionally higher. 
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tains only nineteen sMUingswortli of gold, — then the money is said 
to, be light , This contingency is much more to be feared than the 
other, because, unlike the opposite case, it is one that naturally 
offers a temptation to governments. To coin sovereigns with gold 
that is only worth nineteen shillings is an alluring proposition for 
an impecunious and not too scrupulous government, and many of 
them have, as a matter of fact, succumbed to the temptation: in 
England the proceedings in this respect of Henry VIII and Edward 
VI^s Council of Regency are sufficiently notorious. Perhaps it will 
be asked, What harm is there in it? The harm lies in this: that 
the country will gradually be flooded with debased and false coin; 
and once such money has got into circulation it never gets removed 
by natural forces as over-weight money does. On the contrary it 
remains in circulation, and, as we shall see when we come to Gres-’ 
ham^s Law, it is one of the hardest of tasks to get rid of it. 

To maintain the identity of metallic value and nominal or face 
value, it is the rule in every good monetary system — and this is a 
principle of vital importance — to allow anyone who wishes to turn 
metal into money the right of doing so^ (not, of course, on his own 
account, but at the Mint). This is what is called the system of 
free coinage. As long as coinage is free, the equivalence of metallic 
value and face value is assured, for if the face value of a coin chanced 
to exceed the metallic value, everyone would hasten to reap the 
profit that would result from the manufacture of coins. Everyone 
would buy gold and take it to the SEnt to be made into money, 
until equality of value was again established by the scarcity of un- 
coined gold and the abundance of coined gold. 

It should be possible for good money to be melted down without 
any loss of value. That is why our picturesque phrase says that 
good money will stand the “ordeal by fire” — a relic of medieval 
days, when the justice of a claim was settled by this method. Here 
we may apply the economic axiom that whenever two objects can 
be transformed into each other at will they must necessarily be of 
equal value. 

In all countries, however, there are certain kinds of coin which 
do not fulfil the requirement just described — that is to say, their 
intrinsic or metallic value is less than their legal or face value. These 
coins are known as token money. They are generally coins of small 
value, made of copper or silver; they are not used for large pay- 
ments but only for what is called small change. In these circum- 

^ [In actual practice, though this right exists in England, it is never exercised except 
by the Bank of England, through which passes ah the gold that reaches the Mint.] 
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stances the legislator can, without inconvenience, relax the rigour 

of monetary principles. But, by abandoning the principle of iden- 
tity of value, he has also to sacrifice the qualities of good or 
standard money. That is to say: (1) he must refuse to make token 
money legal tender — no one must be compelled to receive it in pay- 
ment and (2) he must suspend the right of free coinage in the case of 
token money, as otherwise everyone would get silver or copper con- 
verted into coin, so as to gain the difference between its metallic 
value and its legal value. The government reserves to itself 
the right of issuing such quantities of token money as it thinks 
necessary.® 


V. GRESHAM’S LAW 

Wherever two kinds of money are in circulation together, the had 
money always drives out the good. 

This formula expresses one of the most celebrated laws in polit- 
ical economy, bearing the name of the great Elizabethan merchant 
who IS said to have discovered it three centuries ago. But long 
before Gresham’s time, Aristophanes had noted the curious fact 
that men prefer bad money to good. 

_ What gives this law at first sight the appearance of a paradox, 
IS that it seems to say that bad money is always preferred to good. 
This seems absurd. The whole of economic science is based on the 
postulate that in all circumstances men prefer the product that is 
of better quality and that best meets their needs, and the facts of 
everyday life confirm this. Of two fruits we prefer the best-fla- 
voured, and of two watches the one that goes best. Why, then 
should we act differently in the case of money? 

But we do not by any means act differently! We behave the same 
towards money as towards other kinds of wealth: we prefer the 
good if we are to keep it for ourselves, but if we are to give it to our 
creditors and tradesmen, why should we choose the good if the bad 
will serve our turn just as well — that is to say, if they are bound 
to accept It in payment? Gresham’s law is no anomaly, there- 
fore, but an application of the hedonistic principle that lies at the 
base of aU pohtical economy; the principle of giving least so as 
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® [It goes wittout saying, perhaps, that in this section and elsewhere we have sub- 

te? currency for the French ones employed in the 

text, while adhering closely to the author’s exposition. It has not seemed necessary 
to call attention to this fact on every separate occasion.] ^ 
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It is generally in the case of two kinds of money that are both 
legal tender, or can serve as such, that Gresham’s law comes into 
play* It should be observed, however, that it applies even in the 
case of counterfeit coin and money that is out of circulation, in the 
sense that nine people out of ten, being unfortunate enough to find 
such money in their purses, are anxious above all things to pass it 
on, so that the more doubtful its genuineness the faster it circulates. 
It is like a game of hunt-the-slipper, where an object is passed rap- 
idly from one to another to avoid being caught. 

This explains why bad money remains in circulation, but it is less 
easy to explain why good money disappears. T^Tiat happens to it? 

Well, we make use of it where we cannot make use of the bad 
money. This happens in these three cases, which are the three 
outlets by which good money departs: hoarding, payments abroad, 
and sale by weight. 

(1) Hoarding. When people want to put money aside and re- 
serve it in case of need, they are sure to conform this time to the 
ordinary rule, and are not foolish enough to choose the bad coins. 

I They choose the best, because they are keeping them for themselves 
and it is the good money that offers them most security. They 
■ hoard gold in preference to silver, and silver in preference to paper 
money. And the banks do the same, seeking to increase their sup- 
ply of gold and putting the silver back into circulation. In this 
way a certain amount of the good money may disappear from cir- 
culation. This first kind of disappearance, however, is only a tem- 
porary one. 

(2) Payments abroad are more important in their effect. For al- 
though we have the legal right to use bad money as well as good in pay- 
ing our debts to our fellow-countrymen, this alternative fails us when 
we have to pay for purchases abroad. Our foreign creditor, being 
in no way bound to take our money, will accept it only for the weight 
of fine metal it contains — that is to say, for its real or metallic value. 
We cannot think of sending him light-weight coin, therefore. The 
conclusion that is forced upon us is that we must keep this latter 
for home trade, where it does as well as the other, and keep the 
good money for our foreign trade. There lies a second and more 
important cause of the disappearance of good money.^ 

It was thus that the gold money of the belligerent States — or at 
I least all that they could dispose of without depleting too much the 

^ M. Paul Leroy-Beaulieu puts it very well when he says that "Hood money drives 
out universal money.’’ 
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stocks keld by tbeir note-issuing banks — found its way during the 
war into neutral countries. 

(S) The third cause that makes good money disappear very rapidly 
is its sale by weight This looks a very strange proceeding, and 
one whose utility is not obvious. Yet in reality it is a very simple 
matter. As soon as the value of gold rises so that the metallic 
value of a gold coin is greater than its legal value — as soon as it is 
worth more as metal than as money, — it is plainly to the interest of the 
owner to use it as metal instead of as money. It is therefore with- 
drawn from circulation and sent to the market for precious metals. 
If the value of bronze were to rise considerably, surely many 
bronze objects — bells, cannon, statues, and so forth — would be 
melted down to realize the value of the metal they contained? Or 
again, when spirits of wine rises very much in price, a great deal of 
wine is sent to the distilleries to be converted into spirit. Similarly, 
when the value of a precious metal rises, coins made out of it cease 
to be money and become goods, which their owners are eager to 
realize by selling them to the merchants, who melt them down 
either for industrial purposes or to send them as raw material to 
foreign mints.^ 

That is how Gresham’s Law operates. Let us see now in what 
cases it operates. There are three such cases : 

(1) Whenever worn money is in circulation along with newly- 
coined money. It was exactly in these circumstances that the 
action of the law was observed by Sir Thomas Gresham. New 
coins had been made, in Elizabeth’s reign, to replace those in cir- 
culation, which were completely worn out, more by clipping than 
by legitimate wear and tear. But it was noted with dismay that 
the new coins quickly disappeared, while the old ones swarmed 
more abundantly than ever.^ 

It is important, therefore, that a government should undertake 
frequent recoinages, so as to keep its money always fresh and new. 
Otherwise it will later on find great difficulty in replacing the old 
money by the new; and great watchfulness is needed, since money 
wears out rapidly. 

^ It was to prevent this flight of metallic money that during the war all the belligerent 
nations, including England, prohibited the export of gold, in ingots as well as coin. 
Yet this measure did not prevent gold and silver coins from being bought and melted 
down to be smuggled abroad. 

® In the case noted by Aristophanes the opposite process occurred: the new money 
drove out the old. But this was because the situation was reversed: the new money 
was worse than the old; it was coined, he says, out of less fine metal. 
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(2) Whenever depreciated paper money circulates along with 
metallic money. It is in this case that Gresham’s Law was most 
strikingly illustrated by the war. As soon as the paper money 
began to be issued the gold very largely disappeared, and was only 
reluctantly drawn from its hiding-places in response to the patriotic 
appeals of the various governments. 

(S) Whenever light money circulates along with standard money, 
and even when standard money circulates along with heavy money. 
In this case the lighter money drives out the other. This is the most 
interesting of the three cases. It appears in almost everj' country 
that has adopted a combined gold and silver currency. But an exam- 
ination of this case would lead us into the question of monometal- 
lism and bimetallism, which we shall deal with in the next chapter. 


CHAPTER III — MONETARY SYSTEMS 

I. THE MAKING OF A MONETARY SYSTEM 

The first thing to be done in making a monetary system is to choose 
the monetary unit that is to give its name to the money of the coun- 
try. In the case of measures of length, capacity, or weight, there 
are certain data that serve to guide us, such as the human limbs, 
or the weight that a man can carry; but in the matter of a measure 
of value the choice is more arbitrary: are we to say, for instance, 
that the unit is to be the value represented by the mean daily mini- 
mum consumption.^ But that involves a further difficulty, for by 
reason of the gradual depreciation of money owing to the law already 
noticed, such a primitive kind of unit diminishes more and more in 
value until it becomes insufficient. 

That is why the monetary unit varies from one country to an- 
other, from the English pound that is worth just over 25 francs, 
to the Brazilian reis that is worth (at par) about 1/400 of a franc — 
a difference between the two extremes of 1 to 10,000. 

The earliest French monetary unit was the pound, so called be- 
cause originally, in the time of Charlemagne (742-814), it repre- 
sented an actual pound weight of silver. The pound at that time was 
equal to 408 grammes, nearly 82 times the weight of the modern 
franc (5 grammes) into which the pound gradually changed. This 
descent from 408 grammes to 5 grammes was caused entirely by a 
continual series of emissions of lighter and lighter money : each 
king made a slight reduction in the weight of the old pound, while 
trying at the same time to keep up its old legal value. 

The history of the English pound is very much the same, but some- 
what more honourable to the English government, for, starting from 
the same point as the French pound, it stopped in its descent at the 
value of 25 francs — its modern (pre-war) value. 

The franc, in its turn, became in process of time too small a unit 
to act as a measure of value. Its submultiples are of very little use, 
except to waste an enormous amount of clerks’ time. 

The American dollar, equivalent to 5.18 francs or 4.11 shillings, 
seems to be the monetary unit that best answers the needs of eco- 
nomic life. It stands about midway in the scale, and admits equally 
well of the coining of multiples like the five-dollar piece and of sub- 
multiples like the cent. It is also the unit that has been most often 
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copied by other countries and that stands the best chance of being 
adopted as the iiitematioiial unit, if the oft-eherished project of an 
international monetary system is ever realized. 

Once the unit is chosen, a sufficient number of multiples and sub- 
multiples must be set up to cover all degrees in the scale of values. 
It is obviously best to arrange them on a decimal system, for this 
very much simplifies all calculations of prices. 

Every monetary system ought to include a sufficient number of 
coins to correspond to the various degrees in the scale of values, and 
hence to the needs of everyday payments. Thus in the English 
system there are eleven coins of different values, ranging from the 
farthing to the sovereign. But this results in a great complication, 
namely, the necessity of having recourse to different metals — gold, 
silver, and copper or other metals. In fact, if only one metal were 
used, it would be necessary, in view of the imperative rule that 
in every sound monetary system the weight of each coin must be 
proportional to its value (see above, p. 219), to coin multiples and 
submultipies that would be too big or too smaU to be conveniently 
circulated. We could not think of employing only gold: the half- 
sovereign is quite small enough, and a gold penny, weighing half a 
grain, would be impossibly small. Still less could we imagine our- 
selves using only copper, unless we transport ourselves to the days 
of the Roman as, for a sovereign made of copper would have to weigh 
something like thirty pounds! Even silver by itself would not do, 
although it would be less inconvenient on account of its interme- 
diate value. The five-shilling piece is already too large, and the 
threepenny piece too small, to be commonly employed. It is a 
matter of real necessity, therefore, to make use of at least three 
metals at once. 

But by using several different metals we overcome one difficulty 
only to be faced by another that is even more serious. For the 
coins minted out of these different metals must obey the law that 
we have already stated: their weight must be exactly proportional 
to their value. Now there is a natural scale of relative values among 
these metals, but it bears no relation to the decimal system. We 
should have to assign fractional weights, therefore, to the multiples 
and submultiples.^ 

^ Thus if the value of gold when the system is established is 15i times that of silver, 
and the (silver) franc weighs 5 grammes, then the gold franc would have to weigh 
(5 -f- 15|) grammes, which is .3226 gramme. This would be too small a coin to be of 
any use, but it would correspond to a weight of 3.226 grammes for the gold lO-franc 
piece, and 6.452 grammes for the 20-franc piece. 
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This, of course, is only a minor inconvenience: the general public 
pays no attention to the weight of coins, and does not mind if the 
weights are fractional. But what is more serious is that the value 
of these metals varies at different times, so that when the weight of 
a coin is once fixed its value may come to disagree with that weight; 
one of the two sets of coins — either the gold or the silver — becomes 
too hea\^; Gresham’s Law comes into play; and we are faced by 
all the difficulties that have made the term bimetallism so notorious, 
as we shall see in the next section. 

So far as coins of lower denominations are concerned — copper 
coins, and even silver ones — the difficulty can be avoided by de- 
liberately rejecting the principle of agreement between weight and 
value — that is to say, by giving them an arbitrarily chosen weight. 
But in that case we must cease to allow them to be legal tender 
and reduce them to the rank of token money. But we cannot treat 
gold coins in this unceremonious fashion. 

II. DIFFICULTIES IN THE WORKING OP 
A BBIETALLIC SYSTEM 

We have just said that in any monetary system coins of different 
metals must be employed. But this does not mean that they must 
all rank as legal tender, with the two attributes mentioned above: 
compulsory acceptance, and free coinage. Some of the coins may 
well be reduced to the inferior rank of subsidiary or token money, 
current only below a certain amount, and only coined at the pleasure 
of the State, That is the case everywhere with copper and nickel 
coins. But what is to be done about silver? Is silver to be legal 
tender as well as gold? That is the question that used to be known 
as the question of “the single or double standard,” and that is 
more correctly described nowadays as the question of monometal- 
lism or bimetallism. 

If the right of being legal tender is conferred upon only one of 
the two metals — gold, for example, — then there is no difficulty. 
Silver money is relegated, like copper, to ^the rank of token money; 
a purely conventional value is attributed to it, but no one is com- 
pelled to receive it in payment of debts. Gold money is the only 
money that is legally current — the only one also for which perfect 
equivalence must be maintained between its legal and its intrinsic 
value.^ 

If we wish to make two kinds of money legal tender at the same time, 
^ [This is, of course, the normal English currency system.] 
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the position becomes far more complicated. To get a better imder- 
staiiciiiig of these difficulties let us take the French system} which 
may be regarded} especially from the point of \dew of its orighij 
as a typical bimetallic system. We will go back to the starting- 
point of that system (the law of the £8th March, 1803). 

The monetary unit was the ancient pound transformed into the 
franc. It was a silver coin, so silver was taken as the standard or 
legal money. At that period no one thought of contesting its right 
to this privilege. But the government could do no less than to con- 
fer the same privilege upon gold. 

For the sake of clearness we will take two similar coins that still 
exist in the French monetary system, — the silver five-franc piece and 
the gold five-franc piece. We wish them both to be legal tender, so 
they must both have a metallic value exactly equal to their legal 
value. That, as we have seen, is a condition sine qua non. There 
is no difficulty in fulfilling this condition in the case of the silver 
five-franc piece. At the period we are dealing with, silver was worth 
200 francs per kilogramme, so an ingot weighing 25 grammes was 
worth exactly 5 francs. Consequently, we must make our five- 
franc piece weigh 25 grammes and, so far as that goes, the re- 
quired condition is satisfied. 

But what weight are we to give to the gold five-franc piece? A 
kilogramme of gold (9/10 fine) was worth 3,100 silver francs. If, 
therefore, we coin a kilogramme of gold into 620 pieces, each will be 
worth exactly 5 francs (because 620 X 5 == 3,100) and each will 
weigh 1.613 gramme; here, too, the condition is fulfilled. 

Now let us take these two coins and put them in the two scales of 
a balance. We shall find that to balance the silver jive-f ranc piece we 
must put in the other scale 15j gold jive-franc pieces. This proves 
that the operation was properly performed. The kilogramme of 
gold was worth at that time just 15| times as much as the kilogramme 
of silver (3,100 francs against 200 francs). So we must stick to this 
ratio of 15| to 1, the legal ratio between the values of the precious 
metals — as celebrated in poKtical economy as the famous geometrical 
ratio between the diameter and circumference of a circle, tt = 3.1416, 

So far, therefore, everything is going smoothly. But wait a bit! 

In 1847 the gold mines of California were discovered, and, in 1851, 
those of Australia. The annual production of gold increased four- 
fold. Silver, on the other hand, grew scarce, owing to the develop- 
ment of trade with India, which absorbed large quantities of it. 
The result was that the relative values of the two metals altered: 
to obtain a kilogramme of gold it was no longer necessary to give 
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15| kilogrammes of silver, as before; 15 was enough. This is the 
same as saying that gold had lost more than 8% of its value. There- 
after it is clear that these little ingots of gold called coins must have 
undergone a corresponding depreciation: the gold five-franc piece 
came to be worth only 4.84 francs. 

Twenty years later, in 1871, a change took place in the opposite 
direction. The annual production of gold decreased by a half in 
consequence of the exhaustion of the Californian and Australian 
mines. At the same time the output of silver increased by a half 
owing to the discovery of mines in Western America. Moreover’ 
Germany just then adopted a gold standard, demonetized its silver’ 
and poured on to the market the thalers she no longer required’ 
Once more the relative values of the two metals changed, but this 
time m the opposite way: in the bullion market a Idlogramme of 
gold would purchase not only 15§ kfiogrammes of silver but 16 
17, 18, and even as much as 20 kilogrammes. This means that the 
alver had lost more than & quarter of its value, relatively to gold. 
Obviously each mgot of silver constituting a silver coin suffered a 
proportional depreciation: so the silver five-franc piece became 
really worth only 3.8 francs. 

^What is to be done, then? If we wish to maintain the standard 
character of both kinds of money - that is to say, an exact equiva- 
lence between their intrinsic and their legal value, must we be con 
tinually recoming now one and now the other, to make their weight 
agree with the varying values of the two metals? That seems to 
he the conclusion to which we are driven.^ But this is not prac- 
ticable. We shall see in the next section what expedient is adopted. 


III. HOW BIMETALLIST COUNTRIES COME TO HAVE 
REALLY ONLY ONE MONEY 

Every bimetallic system, as we have just seen, suffers from the 
senous mconvenience of never being able to maintain, for both metals 

speakmg it would not be necessary to vary the weight of both moneys, 
but only of one of them, takmg the other (always the same one) as the unit. For 
mstance, rf fte five-gramme silver franc were taken as the unit, the weight of the gold 
r rt sometimes above and sometimes below the legal weight according 

to the changes m the value of gold. But even with this simplification the plan would 
be scarcely more practicable. ^ 

t'’ W the weight of the gold coins 
unchang^, and to erase from them the inscription that declares their legal value, 

according to the law of supply and demand. 
^ -- oountries-uuite recently, for 
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at once? that €(|iiival€iice between intrinsic and legal value that should 
characterize all good money. One of the two will always be too 
heavy or too light, according to the changes in the relative value 
of the two metals. 

It might be thought, perhaps, that this drawback is more theoreti- 
cal than practical. ‘'What does it matter,” it will be said, “if the 
legal value of our gold or silver coins is slightly higher or lower than 
their real value? No one pays any attention to the matter, and in 
any case no one suffers by it.” 

That is a mistake; the situation involves a very real inconvenience 

— and, more than that, an actual danger, for this reason: the lighter 
of the two moneys will gradually drive the heavier out of circulation, 
so that every country that nominally has a double standard finds 
itself, as a matter of fact, in the peculiar position of never keeping 
in circulation more than one of its two kinds of money, and that one the 
worse of the two, A periodical ebb and flow carries away the metal 
that rises in value and brings back the one that falls. This is simply 
and solely an application of Gresham’s Law that we have already 
studied, but the history of the French monetary system since the 
middle of last century has offered an extraordinary proof of it. 

When, under the second Empire (1852-1870), gold fell in value, 
owning to circumstances indicated in the last section, the French 
silver money began to disappear and to be replaced by gold money 

— those beautiful “napoleons” that people were little accustomed 
to, and that were admired and welcomed by the courtiers as signs 
of the wealth and brilliance of the new reign. In reality, however, 
they were only so abundant because they were coined out of a de- 
preciated metal. 

This replacement of one metal by another is very easily explained. 
If a London banker wanted silver to send to India, he tried to buy 
it in the cheapest market, for silver and gold are traded in like any 
other commodities. Since gold had fallen 3%, he could only obtain 
15 kilogrammes of silver with 1 kilogramme of gold. But by send- 
ing his kilogramme of gold to the Paris Mint he could have it coined 
into 3,100 francs, and then exchange these 3,100 gold francs at any 
bank or shop for 3,100 silver francs, which weighed exactly 15| 
kilogrammes (3,100 X 5 grammes == 15,500 grammes). He would 
manage in the end, therefore, to obtain 15| kilogrammes of silver 
with his kilogramme of gold. 

It is easy to see that this kind of business led to the export of a 
certain amount of silver money from France, and its replacement 
by an equal quantity of gold money. It was merely the operation 
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of Gresiiam’s Law — the substitution of light money for heavy money. 
Whole shiploads of French silver coins were transported to India. 
They were bought for their weight of silver, to be sold to the mints 
at Bombay and Madras for conversion into rupees. During this 
period these Indian mints turned into rupees more than two thou- 
sand million francs of French money. 

It was not long before there was a veritable famine of silver money 
in France. In olden times, prohibitive measures would certainly 
have been resorted to, in order to stop its flight, and perhaps pen- 
alties would have been inflicted on those who exported silver money. 
But economic science, by pointing out the cause of the trouble, made 
it possible to apply a far more efficacious remedy. Silver money was 
disappearing because it was too heavy; it was sufficient, therefore, 
to weaken it by diminishing its weight or merely reducing the pro- 
portion of fine metal it contained. This was certain to clip its 
wings and restrain its flight. This step was taken jointly by France, 
Italy, Belgium, and Switzerland, by the Agreement of the 23rd 
December, 1865.^ The standard of fineness for all silver coins, 
exce'pt five-franc pieces, was lowered from 900/1000 to 835/1000, 
which lowered their value by rather more than 7%. All these coins, 
therefore, became, and have remained, token money. According to the 
invariable principles that prevail in this matter, they have lost 
their character of legal money and have only been received since 
then as subsidiary money or “change.”^ Why was an exception 
made in favour of the five-franc piece? It was demanded by France, 
out of respect for the bimetallic principle, for to turn all silver coins 
into token money would have been to abandon silver money entirely 
as legal tender. It would have meant adopting frankly a gold mono- 
metallist system, as in England, and such a revolution in the monetary 
system terrified the French government. So the five-franc piece 
was retained with its former weight and fineness and its character 
of legal money. It naturally continued to leave the country, but 
it could be dispensed with more easily than the smaller change; 
and, if necessary, it could be replaced by the gold five-franc piece. 

^ This is what is called the Latin Uniony though it included neither Spain nor Portu- 
gal. Greece joined it shortly after. It was originally agreed that the coins of each 
of these five countries should be allowed to circulate in all of them, but this right of 
free circulation was withdrawn by one country after another as soon as variations 
in the rates of exchange between them gave rise to speculation in these moneys. 

* IIp to 50 francs between individuals, and 100 francs in the government treasuries. 
They are received without limit, as a matter of fact, in this latter case, for the State 
can hardly refuse to accept money it has itself issued. 
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After 1871, as we have seen, an opposite change occurred in the 
respective values of the two metals, and the French monetary 
system was again thrown out of order, this time in the opposite 
direction. It was the gold money that became too heavy, and 
consequently began to emigrate; the silver became too light and 
began to increase in circulation. The operations explained above 
were renewed, but in the opposite direction. To avoid all obscurity 
on this essential point we will go over the explanation again. 

A Paris banker procured S,100 gold francs, either in twenty-franc 
or ten-franc pieces, no matter which. That makes exactly a kilo- 
gramme of gold. He put the money in a bag and sent it off to Lon- 
don. In the London bullion market 20 kilogrammes of silver could 
be obtained with a_Mogramme of gold, so he bought 20 kilogrammes 
of slver, and had it sent back to Paris and turned into coin at the 
Mint. As the Mint coined a kilogramme of silver into 40 five-franc 
pieces (200 francs), it handed our banker 20 X 200 = 4,000 francs, 
in five-franc pieces. His gross profit was 900 francs. Deduct the 
cost of transport, seigniorage, etc., and also the premium necessary 
for obtaining gold coins, since they had become scarce, and the 
operation was none the less a very profitable one. It is plain, too, 
that for France this business resulted in a decrease of gold money 
and an increase of silver money. If repeated indefinitely, the 
inevitable result would have been the entire substitution of silver 
money for gold money in circulation. 

The nations belonging to the Latin Union (which Greece had 
joined in the meantime) had, therefore, to take concerted measures 
for averting this new danger. Just as in 1865 they had stopped the 
flight of silver money by lowering its fineness, so now they could 
have arrested the departure of the gold money by the same means 
or by diminishing its weight. But the frequent recoinage, first of 
one money and then of another, would have ended in the disorgani- 
zation of the whole monetary system, so it was thought better to 
resort to a simpler but cruder proceeding — the cutting of the Gordian 
Ehot. By the Agreement of the 5th November, 1878, the coinage of 
silver money was suspended} Henceforward the kind of transactions 
described above became impossible: there was no longer any profit 
to be made from buying silver abroad, for it could no longer be con- 
verted into money in France. 

This measure succeeded completely, too, in preserving for France 

^ At least for five-franc pieces, the only silver legal tender money. Each State 
reserved to itself the right to coin small silver pieces in fixed quantities, determined 
by the size of its poDulation. The number has considerably increased since the war. 
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Iier fine stock of metallic gold, which had not yet been perceptibly 
encroached upon. But, as may well be imagined, this Agreement 
by which silver was excluded from a market of nearly eighty million 
people and its sale proportionally restricted, had the effect of hasten- 
ing its depreciation; in other words, it aggravated the evil. Silver, 
which until then had scarcely lost more than 10% or 12% of its 
value, fell lower and lower till it reached 77 francs per kilogramme in 
1003, a price that represented less than | of its legal value (200 
francs) and corresponded to a ratio of 1 to 40 between the values of 
the two metals. In other words, the five-franc piece was worth 
only two francs, and the franc, by reason of its diminished fineness, 
about 86 centimes. 

In these circumstances the free coinage of silver has not been 
resumed, and no one can tell whether it ever will be. We may say, 
therefore, that although the countries of the Latin Union are still 
legally under a system of bimetallism, they have in reality prac- 
tically adopted gold monometallism. Of all their silver coins only 
one is still legal tender^ and that is the very one that is no longer coined! 

IV. WmTBESi IT IS ADVISABLE TO ADOPT 
MONOMETALLISM 

After the foregoing explanation there seems to be no room for 
hesitation. The monometallist system is infinitely simpler, and 
avoids all the diflSculties that we have just enumerated. Then why 
not adopt it? 

Most countries have already done so: first England (1816), then 
Portugal (1854), Germany (1873), the Scandinavian States (1875), 
Finland (1878), Roumania (1890), Austria (1892), Russia (1897), 
Japan (1897), and Peru (1901). And even in those States that are 
still nominally bimetallist, such as those of the Latin Union (France, 
Italy, Belgium, Switzerland, and Greece), Spain, the United States, 
and India, gold is in reality the only standard money. Even in 
Asia, where silver monometallism used to prevail — which caused 
L6on Say to remark that the yellow metal was sought after by the 
white races and the white metal by the yellow ones — gold has more 
and more taken the place of silver. 

Still, bimetallism has not yet entirely lost the game. It still has 
advocates among economists. Here is the main argument in its 
favour, and in our opinion it is not wanting in force. 

We know that every variation in the value of money results im- 
mediately in a variation in prices in the opposite direction (see above. 
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p. 198). Now when there is only one kind of money, these variations 
are liable to be frequent and sudden, to derange the entire organi- 
zation of commerce, and to provoke incessant crises. If, on the other 
hand, we use two kinds of money as measures of value, then a sort 
of coMpensaiory action is set up between ihem, which is very favour- 
able to the stability of prices, and consequently also to the prosperity 
of trade, for in business it is stability above all that has to be con- 
sidered. The explanation of this compensatory action is rather 
subtle, but it is easy at any rate to obtain some idea of it. 

It must be observed, to begin with, that the variations of %5^alue in 
the two metals will necessarily be mutually dependent, as if there 
were only one. This is merely a special case of the law of substitu- 
tion (see p. 36), by which whenever one product is able to take the 
place of another in consumption, their values are necessarily equal. 
If electricity is a perfect substitute for gas for lighting purposes, 
and conversely, then the price of the one is bound to be determined 
by that of the other. Now there is no more perfect example of 
substitution than that of the silver franc for the gold franc (and 
conversely) under a true bimetallic system — that is to say, when 
the coinage of both metals is free. So far, therefore, as one can be 
used indifferently in place of the other, one cannot be worth either 
more or less than the other. 

If this be admitted, it must be remembered that the cause of the 
superiority of the precious metals as the measure of values lies in 
the fact that their variations in quantity are small compared with 
the total amount in existence (see above, p. 208). Now the greater 
the stock of metal and the more numerous the sources from which 
it is fed, the better will this condition be fulfilled. When it is made 
up of two metals it is a double stock to begin with; and, moreover, 
the variations in it wdll be less perceptible, since it is unlikely that 
the same causes will operate to bring about an increased output 
of both metals. In the same way a river rises less suddenly and 
dangerously when its tributaries are more numerous, and when they 
rise in regions more distant and more different in geology and climate. 
From this point of view it is better that our metallic reservoir should 
be fed by two tributaries of different origin — gold and silver — 
than by one alone. If there were three or four sources, its level 
would be still more stable, so that theoretically polymetallism would 
be even better than bimetallism. In fact, if gold had been the 
only metal, the discovery of the Californian and Australian mines 
would have caused the utmost disturbance through an enormous 
rise in prices, and such might have been the effect of the discoveries 
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in tlie Transvaal and the Elondyke. The exhaustion' of these mines 
would cause a yet more formidable disturbance in the opposite 
direction. It hardly matters whether prices are high or low: what 
does matter a great deal is that prices should not suddenly fluctuate 
between high and low. The ideal of a good monetary system is 
stahiliiy of prices. 

Not only are bimetallists unwilling to abandon their system, but 
they would also like to convert the gold monometallist countries, and 
they claim that none of the difficulties that are feared would arise 
if bimetallism were established by international agreement among 
all the great nations, on a basis of 15| to 1 or any other fixed ratio. 

This assertion seems outrageous to economists of the classical 
school. It cannot rest, they say, with the will of any government, 
or even of all governments combined, to fix the value of gold and 
silver ne varietur, any more than the relative values of oxen and 
sheep, or of wheat and oats. The value of things is determined 
solely by the law of supply and demand, and is wholly beyond the 
scope of legislative control. The precious metals, they assert, are 
no exception to this rule. 

This argument appears to us to involve too sweeping a generali- 
zation. Gold and silver are not commodities that can be compared 
to oxen or sheep or any other kind of goods, for this reason: that 
their main use, as we have seen, is to be made into money. When, 
therefore, we speak of the demand for the precious metals we mean 
almost exclusively the demand made by the mints of a dozen great 
nations. Now there is nothing absurd in thinking that if these 
dozen buyers agreed in fixing the prices of the two metals, they could, 
in fact, succeed. If they declared that they would all buy gold at 
3,100 francs per kilogramme, and silver at 200 francs, it is highly 
probable that they would impose this price on the market. 

It would be absurd, they say, to decree that an ox should always 
be worth ten sheep, or that a bushel of wheat should always be 
worth two bushels of oats. It certainly would, for the market for 
these commodities is an immense one, and their price is determined 
by the wants of each one of us — by the wants of millions of con- 
sumers. But if in the whole world there were only a dozen persons 
who consumed beef or mutton, it would probably rest with them to 
fix the price, in concert among themselves, either at the ratio of 1 
to 10, or on any other basis that they desired. A similar result has 
very often been obtained, in spite of far less favourable conditions, 
by the commercial coalitions already described under the name of 
cartels and trusts. 
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Of course this line of argument must not be carried, to absurd ex- 
tremes. It is plainly .not in the power of go^'ernments, even if t.hey 
were unanimous, to decree that the ratio between gold and silver 
should henceforth be equality, and still less that it should be re- 
versed and that an ounce of silver should in future be worth 154- 
ounces of gold! Such a decree would be inoperative, because the 
industrial use of the precious metals, though of less importance than 
their use as money — it absorbs about half the annual production, 
none the less — would suffice to prevent the choice of an extravagant 
ratio like those just indicated. All the governments in the ’world 
could never make silver worth as much as gold; men and women 
would never pay the same price for a silver ring as for a gold one — 
unless silver were to become as rare as platinum. 

But within reasonable limits we have no hesitation in believing 
that an international agreement would be efficacious in fixing the 
relative values of the two metals, and consequently in eliminating 
the principal disadvantage of bimetallism — namely, the disap- 
pearance by flight of one of the two metals. Whither, indeed, could 
it fly, if in ail countries it were subjected to the same law.^ 

Is such an international agreement practically possible, however? 
That is another question. It does not appear so, for each country 
makes it a point of honour to adopt a gold standard. The English 
government in particular, whose aid would be indispensable in re- 
establishing bimetallism, has always set its face against it. 

Since the war the position of the bimetallists has been strengthened 
in one way, because the value of silver has risen considerably, almost 
to the old ratio of 1 to 15 |. Consequently there is less fear now of 
the disturbances that arise from Gresham’s Law.^ 

On the other hand, the question of bimetallism has lost much of 
its interest because the return to metallic money (gold or silver) 
looks very far off, not only (and inevitably) in the countries that were 
at war, but in neutral ones as well. The gold remains in the vaults 
of the banks, and is only used in the settlement of debts and tran- 
sactions abroad. It seems to be reserved henceforth for the double 
part of a security for the issue of bank-notes and an international 
form of money, while paper money remains the only national cur- 
rency. Here, then, we must speak of paper money. 

^ Silver has risen in price, like all other metals, and from about 2s. an ounce, the 
price to which it fell in 1902, it rose to 17s. 6d. in 1919. At the same time it must 
not be forgotten that this rise was due for the most part to the depreciation of the 
paper note, for the price is expressed in terms of [French] paper money [converted 
into sterling at the pre-war rate of exchange]. If the price were given in terms of 
gold, silver would not appear to have risen beyond 4s. 6d. or 5s. In 1920-21, how- 
ever, it again fell considerably and became worth only about 3s. 



CHAPTER IV — PAPER MONEY 

I. WHETHEE metallic' MONEY CAN BE REPLACED 
BY PAPER MONEY 

No one knows who invented paper money. It was known in 
China from times immemorial, and Marco Polo, the fourteenth 
century traveller, brought back an account of it. And among the 
many kinds of money used in ancient times, if we find no record of 
paper money we at least hear of leather money, of purely conventional 
value. This was called obsidional money, or siege money, because 
it was generally issued in besieged towns, as a substitute for the 
metallic money that was wanting. 

If we did not already know from daily experience that paper 
money can be substituted for metallic money, we should find it 
hard to believe, and the question at the head of this section would 
seem absurd. In the case of bank-notes there is no mystery about 
the matter. The bank-note is only a symbol standing for an equal 
value of gold or securities lying at the bank, and though most people 
m whose hands they circulate are ignorant or careless of the fact, 
it is easily comprehensible that they are accepted as money. But 
in the case of incoTivCTtiole paper money — pieces of paper issued 
by the State with no promise of repayment (at least not at any 
fixed date), and with no backing of gold or silver or secmities — some 
surprise is quite justifiable. 

We certainly could not replace wheat or coal or any other kind 
of wealth by mere slips of paper bearing the words “One Hundred 
Bushels of Wheat,” or “One Hundred Tons of Coal.” Such scraps 
of paper could never feed us or warm us. And even if we used coins 
merely to hang round our necks, as girls do in the East with their 
gold and silver sequins, it is plain that many-coloured pieces of 
paper could not take their place. 

But we Imow that money is unlike other forms of wealth, and that 
its utility in our civilized societies is of a quite immaterial kind. 
A piece of money is nothing but an “order” that gives us the right 
to claim, under certain conditions, a portion of the existing stock 
of wealth Jsee p. 212). Now a slip of paper can play the part of 
an order just as well as a piece of metal, and even much better, so 
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far as ease of circulation is concerned. The honour of having per- 
fectly understood and demonstrated this possibility is due to the 
financier Law, although his premature experiments led France 
into bankruptcy. But the best proof lies in the fact that the use of 
paper money is becoming more and more general. Why should it 
not, indeed? If these scraps of white or coloured paper can be 
invested by law and general agreement with the property of enabling 
us to pay for our purchases, our debts, and our taxes, why should 
they not circulate just as well as white or yellow coins? For these 
coins are only used for the same purpose. 

It may even be observed that the prospect or the certainty of 
repayment at a longer or shorter date has scarcely any weight witli 
the general public, however much it may have for the financier; 
for what difference does it make to a man who receives paper money 
to know that he will be able to exchange it, at some unknown date, 
for gold or silver? No one intends to keep it until that time arrives. 
It is enough to know that if you accept it you can pass it on to some- 
one else who will accept it likewise. Its circulation is a reciprocal 
act of faith. 

It is a remarkable fact with what facility the most economically 
backward populations accept the substitution of purely conventional 
money for money that is genuine merchandise. It is to be presumed 
that many of the primitive forms of money, such as cowrie shells, 
were conventional ones, for they hardly had any value as food, 
and still less, among the tribes that employed them, as objects 
to be hoarded. At any rate, experience has constantly shovm — 
even recently among the native tribes of Morocco — the eagerness 
with which paper is accepted, after some hesitation, in place of the 
heavy silver coins with which men have always been familiar. And 
the history of all wars, especially the late great war, furnishes many 
proofs of this interesting psychological fact — interesting because 
it shows the part played by faith in human affairs, and even in men’s 
notions of wealth. In most French towns the people themselves 
demanded the issue of paper money to remedy the shortage of small 
(metallic) change. The dirtiest of paper notes were accepted every- 
where as eagerly as gold napoleons, and the fine gold money was 
carried with the greatest readiness imaginable to the Bank of France 
to be exchanged for notes. More than two thousand million francs 
(£80,000,000) were thus brought voluntarily. Not only did paper 
money circulate without any difficulty, but people started to hoard 
it in place of gold, which is the highest honour that could be ac- 
corded to it! 
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Again, tlie circulation of a conventional sort of money is less sur- 
prising if we consider that the value of metallic money itself is to 
a large extent conventional, for when we are told (as the text-books 
often tell us) that all good gold or silver money has an intrinsic value 
equal to its nominal value, w^e must not be led astray by that word 
intfinsic. If the little lump of gold that is made into a sovereign 
has really a commercial value of one pound, it is largely because it 
is useful for making into a sovereign or any other gold coin. If 
it served only for making jewellery or gilding picture-frames it would 
certainly not be worth a pound: it might not even be worth five 
shillings. 

The other idea, however, is an illusion that is cherished by many 
economists — or, at any rate, one against which they do not suffi- 
ciently warn their readers. Most of them seem to assert that the 
impression stamped by the State on the pieces of gold and silver 
simply declares their real value, like the labels that tradesmen at- 
tach to their goods. But the declaration that the piece of gold 
weighing 123.27447 grains is worth a pound is not merely declar- 
atory of value: it is partly attributive of value. It is because the 
will of the legislator — ratifying, if you like, the free choice of man- 
kind — has raised gold and silver to the supreme dignity of becoming 
money, that these metals have acquired the chief part of their value. 
But if ever gold or silver money were to be demonetized, its possessor 
would find only a very much depreciated security in his hands. 

There is nothing in this that is peculiar to money. Human choice 
always plays a certain part in conferring exchange value upon any 
object whatever, but if this choice is determined by natural causes, 
the resulting value will be partly natural and partly conventional. 
Wheat itself is only valuable because the majority of civilized men 
have adopted it, among other cereals, for food, and no doubt if 
custom were to substitute for it some other kind of food, its value 
would disappear. Yet no one would think of calling the value of 
wheat “conventional.’’ It is the same with the precious metals. 
There was nothing arbitrary about human choice when it was di- 
rected upon these metals : it was dictated by the very real qualities 
they possess — qualities that we have already enumerated. The 
sole difference is that it is easier to replace the precious metals as 
money than to find a substitute for wheat as food. 

It must be acknowledged, however, that there will always be im- 
portant differences between the value of metallic money and that 
of paper money. They are as follows: 

(1) As paper money has only the value that the law confers 
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upon it, it cannot pass beyond the boundaries of the region that 

is subject to that kw. It cannot be employed, therefore, in settling 
international exchange operations. The value of metallic money, 
on the contrary, is practically the same in every civilized coun- 
try, since it depends on the value of the metal itself. It can there- 
fore circulate everywhere, as bullion if not as coin. That is why 
metallic money is essentially the international money, whereas paper 
money is essentially a national one.^ 

(2) Paper money has no commercial value, as it rests entirely 
on the will of the legislator, and the law that created it can likewise 
abolish it. If paper money is demonetized by law, nothing is left 
in the hands of its owner but a worthless scrap of paper: when its 
legal value is lost, all is lost. It is not altogether the same with 
metallic money. Besides its legal value, this has also a natural 
value — much less, to be sure, than its nominal value, as we have 
just said, but none the less a commercial value that it owes to the 
physical properties of the metal of which it is made; and these are 
far from being common and unimportant. Consequently, even if 
metallic money is demonetized by law, the owner of the coins does 
not lose everything. No doubt if gold and silver were demonetized 
hy all countries, metallic money would lose the greater part of its 
value, because its chief market, the various national mints, would 
be closed to it. This is proved by the fact that silver has suSered 
a considerable fall in value merely through the demonetization of 
silver money by several countries. All the same, even on this ex- 
treme supposition, the precious metals would still preserve a certain 
amount of utility, since they could be employed for industrial pur- 
poses; and as these industrial uses would become more important 
and more numerous the greater the fall in the value of the metal, 
the fall might not be as great as is imagined. Suppose the metal 
were to lose two-thirds or three-quarters of its value. A certain 
value would still remain in the hands of the owner of the coins — 
a value of which the law could not deprive him, and which would 
probably be greater than that of any other commodity that could 
be chosen as legal money, after it had been demonetized. 

(3) Finally, the value of paper money is generally more vari- 
able than that of metallic money. This is because its quantity 

1 Yet a Bank of England note, it will be said, is generally accepted abroad. — TMs 
is so; but in this case it is accepted not as money but as a credit instrument — that 
is to say, with the intention of sending it back to England to be cashed. The traveller 
discharges his debt to his landlord with it, but his country’s liability is not liquidated, 
for the note will have to be paid for eventually in goods or securities. 
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depends on the will of men, while the quantity of metallic money de- 
pends only on natural causes, such as the discovery of new mines. ^ 
One is issued by governments, and the other by nature. It is there- 
fore in the pow-er of a thriftless legislator to depreciate paper monej^ 
by issuing it in excessive quantities — an occurrence which is only 
too common, — whereas it is not in the power of any government to 
depreciate metallic money by an excessive coinage of it 

It is true that the discovery of exceptionally rich mines may flood 
the world suddenly with a considerable quantity of the precious 
metals, and consequently lower the value of metallic money. But 
these variations in the quantity of gold and silver never cause the 
same rude disturbances as variations in the quantity of paper money, 
because they extend over the whole area of the civilized world. 
The precious metals are everywhere sought after and accepted, so 
if they are overabundant in one country, they quickly flow" 
of their own accord into others, whereas sudden increases in the 
supply of paper money may become disastrous, since such money 
is always restricted to one country, which forms, as it were, a closed 
reservoir, beyond which it cannot flow. 

Such, then, are the disadvantages which make paper money a 
more dangerous instrument to handle than metallic money. They 
are far, however, from justifying the curses denounced against it, 
as when it is said that ‘‘it is the greatest scourge of nations: it is 
in the moral sphere what plague is in the physical. At this rate 
all Europe is plague-stricken to-day. It must even be observed 
that these dangers might be mitigated and almost completely elim- 
inated if we could imagine an international agreement concluded 
between all civilized nations, by which they all agreed: 

(1) To give legal currency to the same paper money; 

(2) Not to increase its quantity, or to increase it only to an ex- 
tent fixed upon beforehand — for instance, in proportion to the in- 
crease in the population of each country. 

In this case the value of the paper money, though always con- 
ventional — artificial, if you like — would none the less be as broad- 
based and more stable than that of metallic money itself, simply 
because it would be founded on the unanimous consent of the peo- 
ples of the various countries. For though it is true, as we have said, 
that one is issued by nature and the other by governments, it must 
be remembered that nature is always blind, whereas there is always 
a possibility that a syndicate of States might be enlightened! To- 

^ These words, often attributed to Napoleon, are really those of one of bis min- 
Lsters, M. de Moataiivet (Circular of the 10th October, 1810). 
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day, as we shall see, there are sufficient means of informatioE avail- 
able tO' enable the issue of paper money to be regulated accordiii.g 
to the need for currency. Then, as its quantity would be deter- 
mined by scientific forecasts and not by mere chance, its value 
should be less subject to variation. The money of the future will 
probably be of this kind. 

Besides, the fact that paper money is art-ificial is by no means a 
mark of inferiority, but quite the reverse. The chronometer is an 
artificial instrument for measuring time, whereas the sun is a nat- 
ural one. But that does not prevent the former from being far 
superior to the latter for this purpose. It is even a characteristic 
of progress to substitute artificial instruments for natural ones: to 
replace the club by the rifle, the horse by the locomotive, the sim- 
iight by the electric lamp, and the heat of the sun by artificial heat, 

II. WHETHER THE CREATION OF PAPER MONEY 
IS EQUIVALENT TO THE CREATION OF WEALTH 

The men who first conceived the idea of making paper money 
flattered themselves that they were thereby increasing the general 
wealth, just as if they had discovered a gold mine or found the 
philosopher’s stone dreamed of by the alchemists, w'hich would 
transmute other metals into gold. 

In this shape the notion was evidently absurd, for it assumed 
that wealth could be created out of nothing. Yet the idea has been 
ridiculed too much, for it is perfectly true that the issue of paper 
money can to some extent increase the wealth of a nation. How 
can it do this.^ xAdam Smith was the first to explain it. He showed 
that the metallic money circulating in a country is unproductive 
capital, and that the substitution of paper money, by making this 
capital available, enables it to be utilized and applied to produc- 
tive purposes. Using a simile that has become very famous, he said 
that it was just as if means had been found of travelling in the air, 
whereby the whole surface of the earth that was taken up by roads 
could be restored to cultivation and production.^ 

Adam Smith’s ingenious comparison, however, leaves some ob- 
scurity in our minds. We can see readily enough that when roads 

^ [‘‘The gold and silver money whicli circulates in any country may very properly 
be compared to a highway .... The judicious operations of banking, by providing, 
if I may be allowed so violent a metaphor, a sort of waggon-way through the air, 
enable the country to convert, as it were, a great part of its highways into good pas- 
tures and cornfields, and thereby to increase very considerably the annual produce of 
its land and labour.’’ {Wealth of Natwm, Book II, Chapter II.)} 
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and railways are no longer required, the land they occupy may be 
cleared and given up to cultivation and production. (This would 
mean something like a million acres in France alone.) But it is not 
so easy to see what can be done with metallic money when means 
have been found of dispensing with it. Is it to be melted down and 
made into gold and silver plate and ear-rings.^ The gain in that 
case would be very slight. No; it would be used in making pur- 
chases or investments abroad, either in buying railway shares or 
other securities, land, or ships, or in renewing industrial or agri- 
cultural plant — investments which, in one way or another, would 
increase the income of the country. Money employed at home can 
furnish an income to individuals, but not to the nation. 

This is the same thing as is done by families that possess plate 
or jewels of considerable value, when they replace them by imi- 
tation metal or imitation stones and invest the capital obtained by 
realizing the genuine articles, so as to increase their income. Or 
it is Kke the action of those prudent individuals who, knowing that 
money brings in nothing so long as it lies in their pocket or their 
cash-box, are careful to keep by them only just as much as is 
necessary, and invest all the rest. The richest folk are often those 
who have least money by them. The thrifty peasant has some 
secret drawer full of gold and silver coins, but the millionaire has 
nothing but a cheque-book with which to pay his tradesmen. 
Nations can do the same. While France was employing some three 
or four hundred million poimds-worth of metallic money, England, 
more experienced in the use of credit devices, was content with a 
hundred and twenty million. Yet England was certainly no poorer 
than France on that account, but quite the reverse. 

When, therefore, the question is asked, “Is it in the power of a 
government, or even of the banks, really to increase the wealth of 
a country by issuing paper money.?” the answer must not be an 
absolute negative. As a matter of fact the thing is feasible, but 
only u'p to the total amount of the metallic money in existence. If 
England’s £120,000,000 of cash were replaced by an equal amount 
of notes, England’s wealth would be increased by £120,000,000 — 
but not by a farthing more. 

It must be observed, however, that though the gain just mentioned 
might be realized by some countries, it could not be realized by all 
countries at once. One country may utilize its stock of metal pro- 
ductively by selling it abroad, but if every country wished to do the 
same it is obvious that none of them would succeed. In that case 
the gold or silver coins offered by all countries seeking to get rid of 
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them, would retain only their industrial value, and even that would 
be very much depreciated owing to the increase in the supply. It 
would be different if means were found of doing without roads: 
then all countries at once might benefit equally from the new utility 
of the land that used to be employed for transport and that had 
become available for cultivation. In this respect Adam Smith’s 
picturesque simile fails somewhat, in our opinion. 

Yet it remains true in the sense that even supposing metallic money 
to be replaced everywhere by paper money, the human race would 
henceforth save all the labour that it is obliged to employ in main- 
taining its stock of metal — in filling up the gaps made every day by 
wear and tear and accidental loss, and especially in keeping the supply 
at the level required by the needs of commerce and an ever-growing 
population. This labour is no small matter. The extraction of 
gold and silver from the mines, and its smelting, transport, and 
coinage, demand the labour of hundreds of thousands of workmen. 
Do away with the necessity for employing the precious metals, and 
all this labour will become available for new production, and the 
productive power of humanity will be to that extent increased. 

Summing up, then, we see that the answer to the question at the 
head of this section is very different from that which used to be given. 
We must no longer say that paper money increases the wealth of a 
country to the extent that it increases its stock of money ^ but, on the 
contrary, to the extent that it enables it to be diminished. 

III. THE EXCESSIVE ISSUE OF PAPER MONEY AND 
THE SIGNS BY WHICH IT IS INDICATED 

We have estimated the economic advantages that may result to 
a country from the issue of paper money. But they concern only 
the economist, and they are never the motive that decides a govern- 
ment to issue it. The end that governments have in view is a simpler 
and more practical one — it is the financial advantage that accrues. 
When a government finds itself short of money, the creation of paper 
money is a very convenient method of paying its contractors and 
officials and meeting all its expenses, toithoui having to borrow, and 
consequently without having to pay interest. When a government is 
in this situation it may be imagined that its credit is not very good, 
and that if it needs money, either it will find no lenders, or else the 
rate of interest will be very high. That is why so many States have 
had recourse to the issue of paper money, and on the whole there has 
been no particular harm in it when they have had the sense not to 
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exceed the amount required by the needs of the country — an 
amount which is represented by the quantity of metallic money in 
' circulation. ■ But unfortunately there is a great temptation for an 
embarrassed government to overstep the fatal limit. Many have 
yielded to it, and some, but not all, have ended in bankruptcy. 

The grievous history of the French assignats^ is well known. They 
were secured on the confiscated property of the emigrh and the 
church, but they were issued in quantities enormously greater than 
the value of that property, up to the extravagant figure of forty 
thousand million francs — probably twenty times the amount of 
the metallic money in existence at that period. Even if the issue 
had consisted of good gold and silver coins it would have resulted in 
considerable depreciation, since it would have been twenty times as 
much as was needed. So it can be imagined what must have been 
the depreciation of mere paper money. A pair of boots cost 4,700 
francs, a ream of paper 450 francs, and the subscription to the 
Journal Officiel 1,000 francs.^ 

However, in the existing state of economic knowledge, a govern- 
ment that exceeds the limit is altogether without excuse. There 
are certain signs, familiar to the economist and the financier, that 
reveal the danger even at a distance, and give surer indications of 
it than those the pilot draws from the beacon and the sounding- 
lead. 

(1) The first of these signs is the 'premium on gold. As soon as 
paper money has been issued in quantities too great for the needs 
of a community, it begins to be depreciated, in accordance with the 
universal law of value; and the first effect of this depreciation — 
the first sign that reveals it, even though the general public may not 
be aware of it — is that metallic money commands a premium. 
This means that its value stands out above the level of the depre- 
ciating monetary instrument, as rocks emerge above the retreating 
tide. Bankers and money-changers begin to seek for it to send 

^ [The paper currency of the French Revolutionists, issued in 1789, abolished in 1797.] 

^ These fantastic prices are far exceeded in Russia at the present time: bread, 
250 roubles a pound; sugar, 900 roubles a pound; butter, 1,500 roubles a pound; 
Doots, 30,000 to 50,000 roubles a pair; a suit of clothes, 50,000 to 100,000 roubles, and 
so forth. And the rouble, at par, was worth 2.66 francs, or about 2s. 1 Jd. The cause 
here is the same as in the case of the assignats. Even in Germany the issue of notes 
had reached 13,000 milliards of marks by the middle of 1923. These fantastic figures, 
however, represent only a small and continually diminishing value in gold, for in 
cases of inflation a critical point is always reached at which the depreciation of the 
notes proceeds faster than the increase in their number. From that point onwards, 
the more notes that are issued the greater is the shortage of money. 
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abroad in tbe form of biiHioiij and they pay a smaE preniinni to' ob- 
tain it. That is the time for financiers to keep their eyes open! 

(%) The second sign is the flighi of metallic money. However slight 
the depreciation of paper money may be, if it is not immediately 
remedied by the withdrawal of the surplus paper but is allowed to 
continue and increase, then the little metallic money stiE remaining 
wiE disappear. This phenomenon is very characteristic: it has 
shown itself in every country where the paper money system has 
been abused. It has taken place for a long time in every country of 
South America, notwithstanding that these are gold and silver mining 
countries, and it is the same to-day in the countries that were lately 
at war. We explained the phenomenon in detail in connexion with 
Gresham’s Law, so we need not do so again (see pp. 222). 

(S) The third sign is a rise in the rate of exchange. We have not 
yet spoken of the foreign exchanges, but it is easy to understand that 
claims on foreign countries — bills of exchange or cheques — are 
the subject of extensive dealing in all the commercial centres of the 
world. They have a market price like other commodities, and this 
is caUed the rate of exchange. These claims on foreign countries 
are always payable in gold, since gold is the international money. 
A bill of exchange on London is therefore regarded in foreign countries 
as equivalent to gold, and consequently, when gold is at a premium 
the bill of exchange benefits by the same rise in price. 

(4) The fourth sign is a rise in 'prices. This only appears at a 
later stage, and shows that the evE has already become serious and 
that the permissible limit has been greatly exceeded. It must not 
be thought that the merchant raises his prices as soon as the paper 
money begins to depreciate. He ignores it, just as the public does, 
and they only begin to realize that depreciation has taken place when 
it is revealed by the rise of prices. What really starts the rise is 
the abundance of paper notes, which pour into everybody’s hands 
and enable everyone to 'increase his demand for goods. The evil, 
which had been latent until then, bursts forth and is revealed to aE. 

It must be observed, however, that the old prices remain unchanged 
for those who can pay in metaUic money, if, indeed, there is any of 
it left. Hence we get the curious spectacle of a duplication of prices: 
each commodity henceforth has two prices, one payable in metallic 
money and the other in paper, and the difference between them is 
the exact measure of the depreciation of the latter. But the phenom- 
enon, though a strange one, is only temporary, for the gold, disap- 
pearing from circulation as soon as ever the depreciated paper money 
appears, can no longer be used in making purchases. 
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^ As soon, therefore, as a government notices these premonitorv 
signs — the flight of gold, the premium paid for it, and the rise in 
the rate of exchange, — its first duty is absolutely to forbid the issue 
of any more paper money: the fimit has already been reached. If 
it has had the misfortune to overstep this limit, and sees the appear- 
ance of those dangerous symptoms, a rise in prices and a duplication 
of prices. It must reverse its engines and destroy all the paper monev 
that returns to the public treasury, until it has got back to the right 
amount. But it is not always possible to apply this heroic remedy. 
In fact, to stop the issue of paper money, a government would have 
to be able to resort to other means of procuring money — by borrow- 
mg, for instance; and to be able to make up for the excess of paper 
it would have to have a surplus of revenue over expenditure It is 
because these conditions could not be fulfilled during the war in 
most of the belligerent States, that the issue of paper money con- 
tinued, notwithstanding the rise in prices and in the rate of exchange. 

Although these premonitory signs that we have just described are 
of great value to governments, they are also extremely disagreeable 
for the simple reason that they give information to the public 
as weU, and mvolve the risk of causing disquiet. Consequently 
governments strive to prevent their appearance. That is why an 
emergency law has been made in Prance since the war, forbiddinc. 
on pain of heavy penalties, the export of metallic money at a premium 

- what IS caUed agio-&nd. even all dealings of the same kind i 
It IS illegal, therefore, to offer or receive more than a hundred francs 
m ba^-notes for a hundred francs in gold. Such transactions being 
forbidden, there is no premium on gold - at least no apparent one! 

— and no duplication of prices. It is true that the law cannot prevent 
a nse m the rate of exchange or in prices, but the general public does 
not worry about the rate of exchange, or is even ignorant of the rise, 
while as for the rise in prices, it attributes this to any other cause 
tnan the depreciation of paper money. 

h,n February, 1916. It has been put into force on many occasions. 

either the secret business of melting down metallic 

money or its illegal export. 

ecrai^rf ^ interfere with the free play of 

economic factors, such as we have just indicated, and to aUow a premium on gold Ld 

andtt wt^dT "T-- ^emnined the trS price! 

and It would have made it easier to return to it some day. 


CHAPTER V — INTERNATIONAL TRADE 

I. ADVANTAGES OF INTERNATIONAL TRADE 

Exchange is not so necessaiy for nations as it is for individuals. 
It is only in a novel that individuals can be imagined playing the 
part of Robinson Crusoe, but a nation — even if it be quite a small 
one — has sufficient resources to live on its own supplies, receiving 
nothing from abroad. The great war, however, and the blockade 
imposed by it on several countries, demonstrated with tragic clearness 
that the cessation of international trade involves such privations 
that it could not be continued for long without destroying a part of 
the population. 

It is to be observed that, contrary to current opinion as created by 
protectionists, it is purchases, or imports, and not exports, that a 
nation finds most difficulty in dispensing with. 

As far as natural wealth is concerned, this is very unevenlv dis- 
tributed over the earth, partly through climatic differences and 
partly owing to differences in mineral deposits. Even a country as 
fortunately placed as France can draw from her own soil neither 
cotton, nor copper, nor oranges, nor tea, nor coffee, and can only 
produce coal, wool, silk, timber, etc., in insufficient quantities. 
Other countries are at still greater disadvantage: Italy and Swit- 
zerland have no coal and scarcely any iron; England has no wine 
and no plums for her national pudding. 

Several European countries, moreover, have reached such a den- 
sity of population that they can no longer feed their inhabitants. 
Thus Belgium, England, and Germany have to obtain from Russia 
and the two Americas a portion of their daily bread.^ 

In the matter of manufactured goods, there is obviously no natural 
necessity that prevents a nation from making anything whatever. 
But here, too, there are inequalities, such as the proximity of raw 
materials and natural forces, the racial and psychological character 

^ It is well known tkat importation was almost completely stopped for Central 
and Eastern Europe during and since the war, and that in spite of the strictest ration- 
ing those districts have been unable to avoid famine and its consequences. The 
famine is not yet over. 

France herself is obliged, except in good years, to import about a million tons of 
wheat annually, to supplement her own food supply. [England imported wheat and 
flour in 1920 to the value of nearly £170,000,000.] 
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of the populatioji, and the position obtained by the development of 
certain industries either owing to historical causes or to chance; 
and these inequalities enable a particular country to produce much 
more economically, and therefore more cheaply, than others. These 
other countries, therefore, that are less advantageously situated, 
find it to their interest to purchase these products instead of trying 
to produce them themselves under much harder conditions. France, 
for instance, can easily make motor-cars herself, and does make very 
fine ones, and agricultural machines hkewise. But she cannot make 
them as economically as the United States, whose great factories 
are equipped for manufacturing them by the hundred thousand. 
In the same way England can supply France with ships, and Germany 
can provide her with chemical products and dye-stuffs, more cheaply 
than France can manufacture these things herself. 

In cases like this, the advantage of importation consists in the 
economy of labour realized by the importing country. It' is meas- 
ured by the difference between the price paid for the imported goods 
and the cost of producing them on the spot. If an American car 
represents 500 days’ labour in America, while here it would take 
1000 days to make, it is plain that if we can buy it at its value — 
that is to say, by giving in exchange goods costing only 500 days’ 
labour here (or say 600 days, to allow for profit and cost of trans- 
port), or their equivalent in money — then we shall have gained the 
difference (say 400 days’ labour). 

That kind of advantage is the one that the classical theory of 
international trade places in the front rank. Bastiat formulated 
it in these words: ‘‘The obtaining of an equal satisfaction with less 
effort.” Such, indeed, is just the advantage obtained from exchange 
between individuals, as we have already explained (p. 204) : it is 
like an extension of division of labour. 

Exportation, unlike importation, is never a necessity — a question 
of life or death — for a nation. If we may venture to say so, it is 
a kind of luxury. Yet it is always exportation and never impor- 
tation that is the object of commercial policy in every country. All 
the efforts of governments are directed to developing exports and 
keeping out imports. How is such a contradiction to be explained? 
The reason is this: that the advantages of importation, whether 
they consist in increased satisfaction or in economy, affect only the 
consumers, and each of them only on a small scale, so that they are 
lost in the crowd, as it were, whereas the advantages resulting from 
exportation benefit the producers. Now men are far more eager in 
the pursuit of profit than in realizing economies. 
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Iimiiiiaerable articles and even books were published during the 
war with a view to studying the means of increasing exports — ex- 
port banks, export societies, foreign agencies, commercial instruction, 
and so forth — whereas I am not aware that anything was published 
dealing with the development of importation, unless it were con- 
cerned with the special case of importation from the French colonies. 
And it was asserted that France’s economic recovery after the war 
would depend on the development of her export trade. The ad- 
vantages of exportation must, therefore, be very alluring. What 
are these advantages 

(1) To begin with, it must be admitted that the policy of national 
expansion is further^ more by exportation than by importation: 
the latter is the passim side of commerce, whereas exportation is the 
active side. More initiative is required, and a more highly developed 
commercial sense, to open up new markets than to attract imports, 
just as, among individuals, it is certainly harder to sell than to buy. 
Every industry that is in a position to export, proves, by that very 
ability, that it no longer needs protection, that it is free, that it can 
go out alone into the world, and that it has risen from the ranks of 
national industries to become an international one. 

The export of products is one form of propaganda, just like lan- 
guage, ideas, and fashions, and like them it obtains for itself ‘‘clients,” 
not only in the commercial sense, as “customers,” but also in the 
older, political sense of the word. 

(£) Secondly, exportation, being a form of sale, involves payment, 
and therefore the entrance of gold into the exporting country. That 
is the advantage by which economists of old were particularly im- 
pressed: abundant exports were equivalent, in their view, to the 
possession of gold mines — that object of so much desire. Besides, 
even at the present day, exportation is the sole means by which 
ex-belligerent countries, swamped with paper money, can recon- 
stitute their stocks of gold, or at any rate procure bills on foreign 
countries with which to pay their debts and raise the value of their 
paper money. 

(3) Thirdly, for countries that dispose of certain natural or arti- 
ficial products in quantities superior to their own needs, exportation 
has the further advantage of utilizing this surplus, which would 
otherwise remain useless and valueless. Without exportation, what 
would Brazil do with its coffee, Tunis with its phosphates, Australia 
with its wool, the Transvaal with its gold, England with its coal, 
or France, in time to come, with its iron? 

(4) Lastly, and most important of all, exportation is the only 


£5£ 


INTEENATIONAL TEADE' 


means by which a coimtry can pay for its necessary imports, for, as 
may easily be understood, it cannot do so with its gold, even when it 
has any; and everyone knows that at the present time the coun- 
tries of Europe have none — at any rate those countries that took 
part in the war. Consequently they can depend only on their ex- 
ports to pay for everything that they need for their economic re- 
construction (see below). 

n. WHAT IS MEANT BY THE BALANCE OF TEADE 

The balance of trade is the difference between the value of imports 
and that of exports. If we examine the statistics of exports and 
imports for every country, we shall see that this balance leans some- 
times to the side of imports, and sometimes to the side of exports; 
but the first case, an excess of imports, is much the commonest. 

Take France, for example. French imports during the thirty 
years before the war, with one single exception, always exceeded her 
exports. The imports averaged rather more than eight thousand 
million francs (£320,000,000), while the exports were less than seven 
thousand million (£280,000,000) — an annual deficit, if we can call 
it so, of more than £40,000,000 (in 191S it was £65,320,000).^ 

Are we to conclude from these figures that France had to pay more 
than £40,000,000 in money to foreigners every year.? This is not 
likely, for it would be easy to see from the most casual observation 
that there was no perceptible decrease in the amount of money in 
circulation. In fact there was even an increase. The same custom- 
houses that record the exports and imports of goods, record also the 
entry and departure of the precious metals; and the figures for the 
same period show that every year more metal came in than went 
out, either in money or ingots. The difference in 1913 amounted to 
£24,760,000. 

In the case of England, the figures are still more surprising. There 
the annual excess of imports over exports was regularly more than 
£200,000,000.2 means that six months would have sufficed 

^ These figures refer to special commerce. The term general commerce includes all 
goods that enter or leave a country, even if they are only passing through it. Special 
commerce includes only goods produced within the country, or intended for consump- 
tion there: it does not include goods that pass through the country, or that remain 
there temporarily. Special commerce is therefore necessarily less extensive than gen- 
eral commerce: in the case of France the difference amounts to several thousand mil- 
lion francs. In some countries it is greater still — in Switzerland, for instance — 
owing to their geographical situation. 

2 [This figure is a little too high: the average excess of imports during the ten years 
before the war was £144,000,000.] 
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to drain away all the money in the country, for the monetary stock 
in England was scarcely more than £120,000,000. Yet nothing of 
the Mud took place; on the contrary, just as in France, the imports 
of money ordinarily exceeded the exports. 

WTiat is the answer to the riddle, then? Simply this: to find out 
whether a country will export or import money we must take into 
account not only the difference between its exports and imports of 
goods, as the general public usually does, but the balance of its credits 
and debts. Now the balance of indebtedness (as it is called) is not 
the same thing as the balance of trade. Exports certainly constitute 
one form of credit abroad, and even the principal one, but there are 
many other claims that may also be paid in gold. Similarly imports 
constitute the principal debt to be paid abroad, but they are not the 
only one. 

What, then, are these international credits and debts that are 
distinct from imports and exports, and that are so appropriately 
named invisible imports and exports? There are many of them, 
but the principal ones are as follows: 

(1) The cost of transport of exported goods, i.e.^ freight and in- 
surance. — If the exporting country itself undertakes the transport 
of the goods, which is not always the case, it acquires a claim on 
other countries which vnll certainly not be counted among its ex- 
ports, since it arises only after the goods have left the home port 
and are on the way to their destination. A country like England 
has enormous claims on foreign countries under this heading: they 
were estimated by the Board of Trade before the war at more than 
£80,000,000 a year and they rose during the war to three times this 
amount. Not only does England transport almost the whole of 
her own goods, but she also carries the bulk of the goods of other 
countries; and naturally she does not do this for nothing. 

France, on the other hand, had a debt under this heading estimated 
at twelve to sixteen million pounds. In fact she conveyed in her own 
ships less than half her sea-borne exports and hardly more than a 
quarter of her imports. 

(2) Interest on capital invested abroad. — Rich countries invest 
abroad a great part of their savings, and on this account have to 
receive very considerable sums every year from foreign countries, 
in the shape of dividend coupons for stock, shares, or debentures, 
or even farm rents and profits of industrial or commercial enterprises. 
The amount of English capital invested abroad was estimated before 
the war at about £4,000,000,000, of which £2,400,000,000 was in- 
vested in India and the Colonies, and £1,600,000,000 in foreign 
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countries. TMs represents an annual tribute of £160,000,000 to 
££50,000,000 levied by England on foreign countries and her own 
colonies under this heading. India and the Australian colonies have 
negotiated almost the whole of their loans on the London market, 
and, besides that, very many undertakings all over the world are 
directed or financed by the English. They have acquired lands in 
the United States whose area is estimated at twenty million acres 
— equal to the area of Ireland. 

France used also to have considerable claims abroad under this 
head. They were estimated before the war at £1,600,000,000, and 
represented therefore an annual income of about £80,000,000. 
Since the war, of course, the claims of both these countries abroad 
have very much diminished, and so far as France is concerned they 
are almost counterbalanced by debts contracted abroad, chiefly 
with the United States (see below). 

On the other hand, Spain, Turkey, Egypt, India, and the South 
American republics appear under this heading as debtors instead 
of creditors. It should be observed, however, that when these debtor 
countries issue a loan, and so long as this loan is not fully subscribed, 
the position is reversed: they become creditors for the time being 
of the countries that have to send them funds, and the latter become 
their debtors. Thus every year France makes new investments 
abroad, and has therefore to send money away; and this must be 
deducted from what she receives as interest on her old investments. 

(3) Expenses incurred by foreigners living in the country. — As 
the money spent by these foreigners is not the produce of their labour, 
but is drawn from their land or from capital invested at home, all 
countries frequented by wealthy foreigners are continually receiving 
money in this way. The amount is estimated at £14,000,000 for 
Italy, and £8,000,000 for Switzerland. In the case of France it 
must be at least £16,000,000, for a large number of foreigners of 
independent means reside in Paris and at places like Nice, Pan, 
etc. 

The United States, England, and Russia, on the other hand, were 
debtors on this account to the amount of millions of pounds. It is, 
as it were, the price paid for the boarding expenses of the natives of 
these countries when they go for a holiday abroad. 

(4) Remittances sent to emigrants, — Italy’s total under this 
head used to amount to £18,000,000 a year, after deducting the 
comparatively small siuns taken by the emigrants themselves on 
their departure; and Hungary’s total was put at £8,000,000. 

Conversely, the total amount paid by the United States to Europe 
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in, the shape of postal orders and cheques sent bj emigrants^ was 
estimated .at nearly £70 roillion dollars. 

(5) Bankers’ commissiom^ -when bankers estend their ■ business t.o 
foreign countries. — Financial centres like London, Paris, and Berlin 
receive orders and transact business ior the who.le world. As this 
is not done for nothing, they become creditors in this way for con- 
siderable anounts. 

(6) The sale of ships. — Purchased ships do not appear on the 
custom-house registers, either as imports or exports. England builds 
ships for all other countries, and is therefore creditor on this account 
for an enormous amount, whereas France in this respect is rather a 
debtor. 

It will be seen that in internatioBal relations the claims that 
result from exports and the debts due to imports are only parts of a 
much larger whole. Consequently the balance of trade, properly 
so called, may be favourable or unfavourable without the general 
balance of indebtedness being so. No doubt the debts and credits 
that result from the operations of commerce are the most important, 
but none the less, as we have just seen, the others also may reach 
considerable proportions. The forty millions or so that Italy re- 
ceives from her visitors and her emigrants has contributed in no small 
way to the amelioration of her financial situation. 

If we could know with sufficient accuracy the amount of the claims 
and debts of every country — including, of course, its imports and 
exports — we could say what was the balance remaining to its credit 
or debit. We should then see, (1) that the quantity of money coming 
in or going out each year is equal to that balance; and (£) that the 
credit and debit balances counterbalance each other if we reckon 
them for a sufficient period of years, which means that claims and 
debts automatically balance each other. We must now- explain how 
this is accomplished. 

III. THE TENDENCY OF INTERNATIONAL TRADE 
TO BECOIVIE BARTER 

What is the bond that everywhere unites imports and exports 
together? Why is it that we never see a country selling abroad with- 
out also purchasing abroad, or vice versa? That kind of thing is 
common enough among individuals. The person of independent 
means, for instance, is always buying but never selling, for he has 
nothing to sell — neither products nor services, — whereas the 
peasant who lives on the land grows rich from it by selling the surplus 
crop that he does not consume, and buys hardly anything. This 
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situation may continue indefinitely in the case of an individual, be- 
cause the amount of money that he withdraws from the market by 
his sales, or puts into it by his purchases, is negligible in comparison 
with the existing stock of money. But in the case of business tran- 
sactions running into millions of pounds, the quantity of money in 
any country is quite insufficient. If France, for example, were only 
an importer, and had to pay in money the 300 or 350 millions that 
her imports are worth, she would not have a farthing left at the end 
of the first year, for her entire stock of gold money, which alone would 
be available for payments abroad, is far less than this amount. For 
England it would be still worse, for her imports amount to £800,000,- 
000, and her monetary stock is only about £120,000,000. It would 
be gone in a couple of months ! 

Purchases made abroad in the shape of imports, therefore, are 
scarcely ever paid for in money, but by means of bills of exchange or 
similar credit instruments. But whence come these bills of ex- 
change.^ What is their origin Each one of them represents a sale 
abroad — an export — and they are much better than money, be- 
cause the stock of money becomes exhausted, whereas this source 
is continually being renewed. 

There is only one way, then, in which a country can pay for its 
imports — at any rate for a regular flow of imports, — and that is 
by paying for them in exports.^ What will happen if a country has 
nothing to sell, and therefore has to pay in money In this case the 
disappearance of the money will give it an enormously increased 
value, conformably to the law of supply and demand, which means 
that there will be an enormous fall in the prices of everything. Now 
it is plain that as soon as everything falls to a lower price in this 
country than abroad, no one will be foolish enough to continue to 
purchase abroad what he can obtain much cheaper at home. We 
do not see goods passing from places where they are dear to places 
where they are cheap, any more than we see rivers flowing uphill. 
In this case, therefore, importation will cease altogether. Hence 
arises the following law: a country can only import in so far as it 
can also export, and in proportion to the amount of its exportation. 

Very well! We can imderstand now that a country cannot always 
play the part of an importer, for want of a sufficient supply of money. 
But why can it not go on exporting indefinitely, without any counter- 

^ It is the same with aU debts owing abroad — not only those due to imports but 
also those resulting from a war indemnity, for instance. These can only be paid in 
goods, i.e,, in exports. That is what makes the settlement of the German indemnity 
so difficult and what the general public finds it so hard to understand. 
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balancing imports?. For precisely tbe same reasons as we Iiave Just 
indicated. First, because if one country were always to export and 
never to import, other countries would have to accept the converse 
r61e, and import without exporting. Now we have Just explained 
why they could not do this, even if they wanted to. Secondly, 
even supposing that one country could find means, by force or fraud, 
of exporting without importing, what would happen? It would 
accumulate such a quantity of money that it would depreciate 
enormously, and the result would be a general rise of prices, which 
would necessarily put a stop to all exportation. How, indeed, could 
goods find purchasers abroad if they were much more expensive at 
home than abroad? li France had to receive each year in money 
the price of her exports — ££80,000,000 — her monetary stock would 
be doubled in a year. What could she do with this mass of depre- 
ciated money, except to get rid of it by using it for making purchases 
abroad — in other words, by importation? 

This, then, is the interaction which takes place. If there is an 
excess of imports, then money flows out; this causes a fall in prices, 
which at the same time puts a stop to importation and encourages 
foreigners to buy, i.a., stimulates exportation. If there is an excess 
of exports, then money flows in; this causes a rise of prices, which 
at the same time puts a stop to the purchases of foreigners 
to exportation), and stimulates purchases abroad, i.e., importation. 

To sum up, there is an automatic action in the balance of indebted- 
ness which causes it to resume its position of equilibrium when it is 
disturbed, the variations in the value of money operating like the 
regulator of a steam-engine, that tends always to bring back the 
speed of the machine to a uniform rate. The flow of goods can never 
continue in one direction, any more than the tide can; sooner or 
later it turns, and after having brought the money in, it carries it 
out again. 

Ricardo expressed this in a very striking formula when he said 
that international trade always tends to take the form of barter. Just as 
among savages, except, of course, that more elaborate methods are 
employed, for exchanges are not made "‘in kind” — goods are not 
directly exchanged for goods — but by setting against each other 
credit instruments that represent the goods themselves. 

Experience, moreover, has shown that whenever a country’s 
imports have largely increased, owing to a commercial treaty or any 
other cause, there has never failed to be a corresponding increase in 
its exports. Whenever, on the other hand, a country manages. 
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by means of a protective tariff, to diminisli its imports, it must ex- 
pect to see a proportional decrease in its exports. 

This theory certainly finds confirmation in facts, for statistics 
show that money plays only a very slender part in the settlement of 
international indebtedness — about 6% or 7%. It must therefore 
be admitted that the balance of indebtedness regulates itself, and 
that debts and claims tend to balance each other. This is what 
disciples of Bastiat would call an “ economic harmony.”^ Nowadays, 
however, we are less emphatic about it, and willing to own that it 
is troublesome for a country to have, not an unfavourable balance 
of trade, which really means nothing, but a balance of indebtedness 
that makes it a debtor to foreign countries. 

A decrease in the monetary stock of a country, in fact, means 
impoverishment — relatively, at any rate, to other countries, — 
and the fall in prices, even if it is a remedy, is none the less an evil 
also. All producers know something of this, for they see their 
profits diminishing, and so also do the workers, for a fall in prices is 
always followed by a fall in wages. 

On the other hand, the existence of a debit balance, even apart 
from these consequences, is generally a sign of an unpleasant state 
of affairs: it indicates either that a country can no longer satisfy 
its own wants and pay with its labour for what it demands from 
abroad, or else that it has to pay tribute to its absentee citizens who 
consume their incomes away from home.. And the worst thing 
happens when a country, having no money with which to pay this 
eternal debit balance, borrows the wherewithal to liquidate it, like the 
spendthrift who goes on renewing the bills he has given every time 
they fall due.^ 

^ It is different when one country has a system of paper money and has no gold to 
send abroad. In this case it is obvious that the self-acting mechanism explained in 
the text can no longer operate. Such a country can import goods indefinitely with- 
out any resultant fall in prices: on the contrary, prices will rise, owing to the increasing 
inflation of the paper money. Such is the position of France to-day. 

But if in this case equilibrium cannot be restored by the outflow of money and the 
fall of prices, it necessarily tends to be restored in another way: by the depreciation of 
money at home compared with money abroad. That is what is called a rise in the 
rate of exchange (see below). The consequence of this rise is that the purchase of 
foreign products becomes more and more burdensome, and the sale of goods abroad 
more and more profitable. Thus France’s exports have increased rapidly in spite of 
the disorganization of her industries, and the difference between her exports and 
imports, which was terrible, is diminishing every year. In fact in the early months 
of 19£1 the exports were already in excess of the imports. 

* Such, unfortunately, is the situation of France at the present time; but the war is 
an excuse for it. Moreover, the position of many other European countries is far 
worse. 
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IV. PROTECTION 

Protectionists no longer believe that money is the most desirable 
form of weaitii, nor do they make it their chief aim to increase the 
stock of money, although they are still obsessed by the notion of an 
unfavoiirable balance of trade (see the preceding section). They 
are not hostile to the development of international trade, and they 
prove this by the efforts that they make everj- where to get hold of it. 
But they think that exchange between nations cannot be left to 
regulate itself by a policy of laisser faire, as exchange between in- 
dividuals can. In the case of individuals we may allow the free 
play of competition and the law of supply and demand: if private 
interests are sacrificed to the general interest, so much the worse for 
tliem. But we cannot run the risk of seeing our country ruined or 
enslaved by the economic predominance of rival nations. Com- 
mercial policy ought to be directed by national interest, or by what 
an Italian minister during the war called "sacred egoism.’" What 
is called the protectionist system, therefore, would be better named 
the nationalist system. 

The principal arguments of the protectionists are as follows:^ 

(1) Economic Independence, 

If international trade be left uncontrolled, those nations that 
have been endowed by nature or by their historical development 
with an economic superiority in certain branches of production, will 
progressively monopolize the entire world market, as the great trading 
houses do with the national markets. The less favoured nations 
will then have to content themselves with the industries in which 
they are not subject to rivalry, and will end by being reduced to the 
position of mere clients. Supposing that they can themselves find 
some branch of industry in which they are economically superior, 
they will have to resort to that. 

But if it is acknowledged that specialization in one kind of work is 
fatal to the physical, intellectual, and moral development even of 
individuals (see p. 156), what is to be said about such specialization 
in the case of a whole nation.^ Are we to take as our ideal a world 
in which France should produce only wine and ladies’ hats, England 
only cotton goods, Germany only chemical products, the United 
States only machinery, China only tea, Australia only wool, Russia 
only wheat, Switzerland only clocks, and Greece only currants.^ 
A country in which this plan was carried to the extreme limit, so 
that all men worked at the same trade, would be nothing but a shape- 

^ Add to these the argument already expounded (p. 252), that all importation im- 
poses a debt, and a very large one, upon the purchasing country. 
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less aBd unorganized mass. Biology teaches us that the develop- 
ment of an organized being and its position in the scale of life are in 
proportion to the variety and multiplicity of its functions and the 
differentiation of the organs that perform them. It is precisely the 
same with a nation: if it wants to rise to a deeper and richer life it 
must strive to multiply within itself all forms of social activity, and aU 
its energies, and must beware, therefore, lest foreign competition 
should come and destroy these activities, one after the other. 

Moreover, if a nation allows itself to be restricted to one speciality, 
what will become of it in time of war? Did not the late war show 
clearly the danger incurred by a country that forgets how to be self- 
sufficing, and has to demand the necessaries of life from neighbouring 
lands, which may be friends to-day and enemies to-morrow? Such 
a country is bound to be defeated, whatever its military superiority 
may be.^ 

(£) National Labour, 

For free-traders the essential advantage of international trade 
lies in the fact that it enables each of the exchanging countries to 
save a part of the labour that it would have to provide if it wished to 
produce a given commodity itself (see p. £50). But where free- 
traders see a saving of labour and rejoice at it, protectionists see a 
suppression of labour, and are grieved by it. In fact, given our 
existing social organization based on the division of labour, we can- 
not save a certain amount of labour without rendering useless a 
certain hind of workers. The Chinese silk trade is advantageous 
to French consumers, since it enables them to obtain silk with less 
expense and less labour: but the farmers and workers of the Cevennes 
region, who used to hve by the silk industry, find themselves to some 
extent driven out of their livelihood. At the present time motor- 
car manufacturers and paper-makers declare that if American cars 
and German paper are allowed to enter France freely, they will have 
no choice but to close their works and discharge their workmen. 

(3) The Fiscal Argument. 

Customs duties are the best of all taxes, because it is the foreigner 
who pays them. A country should not hesitate to resort to them, 
therefore, since they have the advantage not only of protecting its 
industries, but also of procuring fiscal resources which cost its citizens 
nothing.^ 

^ “The customs tariff is one of the conditions of France’s independence/* said the 
French Minister of Commerce (M. David) in the Senate, 11 March, 1910; and since 
the war this argument has impressed public opinion with invincible force. 

® The French protectionist leader, M. Moline, said in the Chamber (28 February, 
1898): “It is the foreigner who pays the customs duties.** 
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How stronger is this argument to-daj, when the tax-pajers 

are bowed beneath the weight of incredible taxation! France had 
hoped that her alies would undertake to pay part of her war ex- 
penses, but they have not felt themselves able to do, so. But she 
can at any rate make them share these expenses by paying duties 
m the goods she imports from them! 

The arguments just outlined are certainly not wanting in force, 
since they have converted almost all countries to a protectionist 
policy. But it is not hard to convert men, collectively or individu- 
ally, to a system that suits their interests. Now the strength of the 
protectionist system lies in the fact that it gives obvious satisfaction 
to the interests of the industrial and agricultural producers, who 
constitute, economically and politically, the active and governing 
part of the population — at all events up to the present. 

Free-traders, on the other hand, have to struggle against all 
private interests because they look at things not only from an inter- 
national standpoint but from the standpoint of the general and 
higher interests of each nation. 

Let us see first what reply we can make to the protectionist argu- 
ments. 

(1) So far as economic independence goes, it must be recognized 
that diversity of tasks is necessary to progress, as well as diversity 
of social conditions. We even admit willingly that we must not 
let things take their own course, as free-traders are perhaps too much 
inclined to do, by accepting the fatalist notion of a natural division 
of labour among nations, determined by the physical conditions of 
the soil and subsoil, or by the so-called innate aptitudes of the 
people. We must recognize, on the contrary, that apart from certain 
cases of localization of industry, determined by force of circumstances, 
what are called the natural superiorities of a country are generally 
only acquired superiorities that have started from lucky strokes of 
initiative, and often even from chance causes, but which have grad- 
ually taken root by constant practice and been extended by imitation. 
We may say if we please that France has a natural superiority in 
the production of wine, or Germany in the manufacture of dyes, 
because they are derived from coal, but we can hardly see what nat- 
ural necessity, what decree of Providence, can have made the Paris- 
ian milliner specialize in ladies’ hats, or the Munich brewers in beer. 
Still less can we see any reason for the specialization in cotton and 
woollen goods in one place or another. It is never too late for a 
country — even for an old country — to try new ways and endeavour 
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to do M well as others. It only remains to find out whether the 
imposition of customs duties is the best way to stimulate national 

activity. And this is not at all certain. 

^ a celebrated German work. List, the precursor, if not the founder 
of the so-called national system of political economy, said that each 
nation has to pass through a series of stages — agricultural, industrial 
and coi^ercial, — - a,nd that protection is indispensable at the criti- 
cal period of transition from the first stage to the second. In his 
system, therefore, he would not protect agriculture, but only industry 
Md that only during its infancy and until it was fully developed! 
He therefore approved of England for having made her trade free. 
List would to-day be regarded rather as a free-trader. His system 
was that of protection for the safeguarding of infant industries. 

But in practice it is not easy to fix the point at which this guardian- 
ship ought to cease. Interested industries will find that the moment 
IS never the right one, and are not ashamed to claim the benefits of 
perpetual infancy. 


\\hat we hear of to-day is rather compensatory duties. If a foreign 
co^try-— say America, for instance — can produce wheat at 7s. 
a hundredweight, owing to the natural resources of a still virrin 
country, or because her budget is not encumbered by the heavy con- 
sequences of the past, whereas the French farmer can only produce 
It at 10s. on an average, then, it is said, it is only fair that a com- 
pensatory import duty of 3s_. should be imposed on American wheat 
to equalize the cost, just as is done on the race-course when jockeys 
are not equal in weight. ^ 

Put in that way the neo-protectionist doctrine looks equitable 
But when a demand is made for the establishment of equality in 
competition by means of compensatory duties, we still have to dis- 
cover on which side the inferiority lies — which scale of the balance 
faUs. _ The Frenchman says that the compensatory duty should 
be levied against the American, because he has the natural resources 
— a soil not yet exhausted by twenty centuries of cultivation, and 
a hghter budget. But the Americans say that compensation should 
be made against the French, because the French are enabled by' their 
lower wages, their longer working day, and the lower value of money 
in Europe, to produce at very much lower prices. 

What are we to conclude, then.? Which side is wrong? Who 
reaUy needs protection.? Are the young to be protected against the 
old, or the old against the young.? The vreak against the strong, or 
the strong against the weak? And what is to be thought of an 
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argiiment that can be ased indifferently in. support of two contra- 
dictory theses?^ 

We must remember, on the other hand, that if it is dangerous, for 
a country, as for a workman, to specialize in one kind of work, it 
would be no less foolish a policy to imdertake to do everything, and, 
with this object, to make it a rule to do without the foreigner 
any price” — even at the cost of incurring useless effort and an 
infinite amount of sacrifice oneself. Now it is to be feared that the 
effect of the war has been to drive all countries — belligerents and 
even neutrals as well — along this path, owing to the obsessioe of 
the blockade and the privations they had to suffer. England is 
already preparing to reverse her policy of the last fifty years, and to 
put into cultivation again the corn-land that she had turned into 
pasture. Nor is it only the production of food-stuffs and raw ma- 
terials that each country is striving to keep to itself. It is all the 
*^key industries” as well — those that are held to be indispensable 
to the carrying-on of other industries, like the dye industry, for 
example, of which Germany has hitherto had almost the monopoly. 
Now considering the thoroughgoing character of modern wars, 
involving the mobilization of all products as well as of all men, 
there are scarcely any industries that can be said to be useless for 
national defence. The result is that eveiy industry must be pro- 
tected in order to guarantee the independence of one’s country. 

An entirely different lesson might, perhaps, be dravm from the 
war: namely, the powerlessness of a blockade, on either side, to 
obtain the expected decision. In any case, the freedom of the 
seas^ would be a surer method of preventing the return of such 
privations than useless and burdensome attempts at setting up water- 
tight barriers between different countries — a system that merely 
means an indefinite continuance of blockade conditions after the 
war. 

(9) As for the argument that free trade means the suppression of 
labour, or at any rate its diminution or displacement, the fact can 

^ As far as inequality of taxation goes, the argument for compensatory duties is 
based on the idea that customs duties fall on the foreign producer. But if, as we have 
seen, they are generally reflected back on the consumer in the shape of a rise in price, 
we can appreciate the irony of this so-called compensation, which, while claiming to 
make the combatants equal, really lays a double load on the shoulders of the one who 
is already most heavily burdened! 

^ Meaning the abolition of the right of capture of ships and their cargoes in time o! 
— that is to say, the application to private property on the seas of the same rule 
of law as is admitted nowadays for private property on land. 
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no longer be disputed. But it is exactly the same argument as was 
used against machinery and against all industrial progress. It is 
evident that every invention — every organization that enables a 
greater degree of satisfaction to be obtained with less effort, which is 
precisely the object of economic activity — necessarily renders use- 
less a certain kind of workers.^ 

But we must reply to the protectionists, as to the machine-breakers 
and the opponents of co-operation and large shops, that this disad- 
vantage is compensated by the fall in prices that is effected by this 
very saving of labour. Now protective duties, by retaining this 
useless labour, tend to raise the cost of living, or at any rate to pre- 
vent its falling. The majority of the articles that are most widely 
consumed — those that interest the working classes — are cheaper 
in free-trade countries like England and Belgium than in France. 

How could it be otherwise.^ It goes without saying that the 
trader who imports goods will have to add to their original value 
the amount of the duties paid by him at the custom-house, exactly 
as he has to add the cost of transport and insurance. And yet, if 
this addition to the price affected only imported products it would 
be a small matter. But it reacts on all home production, so that 
the public has to pay out of its own pocket ten times as much as the 
State receives, in the form of additions to the price. 

Protectionists reply that the rise of prices is not a necessary con- 
sequence of import duties, for why not admit that the foreign seller 
will pay them? That is indeed possible. The duty imposed on his 
products gives the seller his choice between restricting his sales and 
sacrificing something on the 'price^ so that, all things considered, it 
is possible that his interest may lead him to choose the second alterna- 
tive, and pay all or part of the duty. But it must be observed that 
two preliminary conditions must be fulfilled if the foreign producer 
is to submit to this course: the first is that the cost price must be 
such as to make it possible; the second is that there must be no 
means of selling the goods in another market. 

But such cases are exceptional, and the thing to be noted is that 
when they do occur the result is entirely contrary to the intentions of 
protectionists, who have no right, therefore, to adduce them in sup- 

1 This reduced demand for labour may, however, be only temporary, {a) because 
the lowering of prices resulting from free trade itself will bring about an increase in 
consumption, and consequently an increase in production: for example, a fall in the 
price of motor-cars or silk goods will lead us to consume more of them; (b) because the 
lowering of prices, by diminishing the amount spent by consumers on a given article, 
may enable them to transfer the money thus saved to other objects, or to invest it. 


PROTECTION 


m 


port of their system. It is obvious enough that when manufactureis 
or farmers demand protective duties from public authorities, it is 
because they consider their selling prices inadequate, or becau^ 
they are afraid to see them lowered. Consequently, the duties they 
demand have no other object than to cause a rise of prices, or, what 
comes to the same thing, to prevent an expected fall. And if the 
government were to say: "‘We will give you the duties you ask for, 
but we warn you that they will not make prices go up,’* there is no 
doubt that the interested parties would reply: “If that is the ca^se 
you can keep your protective duties, for we have no use for them.’’ 

The rise of prices is therefore always the object, if not always the 
result, of protection. So true is this that in times of famine the 
government hastens to suspend the duty. Since the beginning of 
the war every State has been eager to decree the free entry of cereals 
and other commodities, so as to stop the rise of prices, if possible. 
In the face of such facts, how can it be honestly maintained that 
customs duties have no eiSFect on prices? 

(S) As for the fiscal argument, what we have just said is a suffi- 
cient reply to that. It could only be well founded if it could be 
established that customs duties are paid by the foreigner. That 
may happen in exceptional cases, but it is absurd to regard it as 
the general rule. It would indeed be highly convenient if a country 
could obtain the money it needs by taking it out of the foreigner’s 
pocket. Moreover, if this really took place, each State would cer- 
tainly adopt the same method, and no one would be any better off. 

Finally, free-traders do not criticize customs duties as fiscal duties. 
What they do call attention to — and rightly so — is that the fiscal 
aim is not only distinct from the protective aim but is incompatible 
with it. If a duty is protective, its only object can be to reduce 
importation, and thereby to dry up the very source of fiscal revenue. 
K, on the other hand, the duty is a fiscal one, it will behove the 
treasury, like any merchant fixing his prices, to find what tariff 
wiU yield the mflriTrmm profit when multiplied by the amount of 
imports.^ 

Would it not be possible to establish a protectionist system with- 
out customs duties? Certainly it would; and there are several 

^ There are two methods of assessing customs duties: (a) ad tdorem, when the duty 
is so much per cent, on the value of the imported goods, this value being generally 
settled by the bill of lading, though sometimes estimated by the customs officers; 
(5) specific, when the duty is assessed beforehand according to the nature of the goods 
~ so much for each article, like selling prices in a shop. This means the setting up 
of a huge catalogue in which the tariff for each kind of goods must be searched for. 
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ways of doing it, the best known being that of a premium or 
on production — a sum of money granted by the State to the pro- 
ducer, on certain conditions. 

This form of protection seems far superior to customs duties, at 
any rate from the theoretical point of view. In fact, scarcely any 
of the criticisms levelled against customs duties are applicable to 
premiums on production, for the following reasons : (a) they place 

no obstacle in the way of foreign trade, but permit importation to 
be fully developed, by allowing foreign products to enter freely; 
(b) it is easy to pay them to the proper person, whereas customs duties 
involve an expensive administration and give rise to a powerful and 
demoralizing industry called smuggling; (c) they do no harm to 
consumers, for they do not raise the price of the goods; (d) they 
in no way hinder production, for they neither enhance the price of 
raw materials nor increase the cost of production; on the contrary, 
they may be so graduated as to stimulate the development of the 
protected industry. In this way, bounties granted to merchant 
shipping are greater or less according as the vessels are sailing ships 
or steamships, are made of wood or of steel, and according to their 
speed. So, too, the bounties on silk-spinning established by the 
French in 1891 are made proportionate to the completeness of the 
plant. And in the same way the bounties on sugar have helped to 
develop the cultivation of beet as well as the production of sugar. 

Unfortunately, however, this system often provokes retaliatory 
duties on the part of other States. It has also this fatal defect, that 
bounties figure as expenditure in the government’s budget, whereas 
customs duties appear as receipts. Now since States are generally 
hard up — especially nowadays! — they are naturally more inclined 
to receive money than to pay it away. 

But, to tell the truth, that is really an advantage rather than a 
drawback, for it would no longer be possible to make the tax-payers 
believe that protection enriches them: they would know exactly 
what it costs. 

V. FREE TRADE 

After refuting the arguments of protectionists in the manner just 
described, free-traders then take the offensive and bring many charges 
against the system of protection. 

(1) They complain, first, that it is a retrograde system, opposed 
to the economic development that is characterized by the successive 
extension of the market, which is first domestic, then urban, then 
national, and should eventually become world-wide. External 
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ciistom-lioEses are a siirviTal of the internal ones that used to exist 
between the proYinces of a single country (they were abolished in. 
France at the Revolution),, and they arise from the same cause. 
Every producer is anxious to get rid of his rivals; he had to give up 
this idea, so far as his feEow-citizens were concerned, as soon as 
national unity was accomplished and the law became the same for 
everybody; but the treatment can still be applied to foreign com- 
petitors, so he takes advantage of it. These obstacles placed in 
the way of international trade with the sole object of satisfying private 
interests, will disappear as the others did, but meanwhile they have 
the same troublesome effects as internal custom-houses had: they 
are barriers that impede the traffic. For it must not be forgotten 
that to dam up the flow of imports is to dam up also the flow of ex- 
ports (see above, p. 257), and consequently to counteract all the 
efforts made to facilitate communication, such as tunnelling through 
mountains, cutting canals through isthmuses, covering the seas with 
steamships and the ocean bed with telegraphic cables, organizing 
exhibitions and international fairs, setting up monetary conventions, 
and so forth. What greater folly can be imagined than to start by 
spending millions on driving tunnels through the Alps or building 
bridges over the Channel, and then to station customs officers at each 
end to stop the goods or hold them to ransom? The French have 
spent thousands of millions of francs on the Seine, the Rhone, and 
the Gironde, and their canals and harbours, so as to reduce by a 
few centimes the cost of transport of goods imported from abroad 
by these routes — but at the same time they raise the price of the 
goods 20% or 30% by means of customs duties F 

(2) Protection not only injures the consumer — that goes without 
saying, — but it also injures the producer himself, first by raising 
the cost of his raw materials and plant,^ and then by lulling him to 

^ “A twenty per cent, duty is like a bad road; a fifty per cent, like a broad, deep and 
rapid river, without any proper facilities for crossing; a seventy-five per cent. like a 
swamp flanking such a river on both sides; while a hundred per cent, duty such as has 
been levied upon steel rails, blankets, and window-glass, is as a band of robbers, who 
strip the merchant of nearly all he possesses, and make him not a little grateful that he 
escapes with his life.” (David A. Wells, A Primer of Tariff Reform^ pp. 8, 9.) See 
also Bastiat's equally ingenious pamphlets on this subject. 

Not long ago we read an article in a Paris paper by a member of the Senate, ej- 
tolling the blessings produced by the blockade during the war, and drawing this 
conclusion: “The greater the difficulties of trade, the more will human ingenuity 
take advantage of the resources of the earth.” That, at least, is protectionist logic! 

® So true is this that in the interests of certain industries it has been found necessary 
to modify the duty by means of iemporary admission. This is the system by which 


£68 


INTERNATIONAL TRADE 


sleep, as it were, in tiie security of a position guaranteed against 
foreign competition. 

Prince Bismarck once referred in a speecli to the pike that are 
placed in carp-ponds to keep the carp on the alert and prevent them 
getting too fond of the mud. This comparison would be very 
appropriate here. If it be desirable that a country should keep its 
position as a great industrial and commercial power — which is 
precisely the protectionist aim — it must be compelled constantly 
to renew its plant and its industrial processes, and to be continually 
eliminating those parts of its organization that are worn out or 
obsolete. 

(3) From the point of view of distribution, protective duties give 
rise to injustice, for their effect is to guarantee a minimum income 
to the owners of the protected goods. This is paid to them by the 
consumers in the shape of the addition to the price, as we have just 
seen, and the privilege is the more striking in that the law refuses, 
apart from some rare exceptions, to guarantee to wage-earners the 
minimum wage that they also demand. It is not without reason 
that free-traders reproach protection with being the socialism of 
the rich. 

(4) Finally, if we leave the economic sphere for the realm of 
international politics, we shall find protection to have been one of 
the most formidable causes of war, not only in the past but still more 
in our own day. The very language of protection is filled with words 
and figures borrowed from warfare: protectionists talk only of 
tariff wars, of the invasion of foreign goods, of the conquest of foreign 
markets. When a country has been brought up on the idea that it 
can only enrich or even support its population by obtaining foreign 
outlets, it is strongly tempted to get them by force if it cannot suc- 
ceed by gentler means. And what must happen is this: that when 
a country finds itself shut out from the markets of neighbouring 
lands, it goes in search of outlets across the seas that it deems in- 
dispensable to its industries or its population, so that protection 
appears as a factor in colonial policy, and this in its turn produces 
fresh conflicts. Without going into details that are outside the scope 
of this book, we cannot doubt that colonial rivalries counted for 

raw materials destined for exportation in the form of manufactured goods, are ex- 
empted from paying duty. When they are at length exported they will have to com- 
pete with foreign products in the international market. In order to avoid the obvious 
risk of fraud, the importer is obliged to sign an undertaking to pay the duty, under 
penalty of a heavy fine, if these raw materials, converted into manufactured goods, 
are not exported within a certain time. 
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miicli in. the state o,f tension that preceded and prepared the way for 
the late w^ar.^ 

VI. COMMERCLAL TREATIES 

If we had to choose between the two systems just described, pro- 
tection and free trade, we should not hesitate about preferring the 
second, for we hold with Bastiat that in case of doubt it is the con- 
sumer’s interest that should rule. 

Yet the system of free trade after the English or Manchester” 
pattern does not seem to us to realize the ideal to be aimed at i.ii 
international relations. It is even tainted, in our opinion, with an 
almost fatal defect: it relies, for the attainment of the welfare of 
all, upon laisser faire — upon the faith that all the individual acts 
of exchange between the inhabitants of ail lands must unconsciously 
combine to promote the welfare of all. Now in the course of this 
book we have tried on many occasions to show the weakness of this 
optimistic conclusion, especially in the case of the advantages of 
competition. 

If, therefore, we object to the protectionist system, it is because 
its object is to realize for every nation the principle of “each for 
himself and by himself,” and because the ends aimed at by each 
country are necessarily antagonistic, each trying to enter its neigh- 
bour’s market and to keep its neighbours out of its own. But are 
we to conclude that free trade approaches nearer to the co-operative 
ideal, “each for all”? It may be doubted. When we studied the 
subject of internal trade we had to own that, though born under 
favourable auspices — freedom of labour and freedom of exchange 
— it ended too often in a struggle for existence among producers, 
and dearer goods or deterioration in their quality for consumers, 
so that the system of free commercial competition had to be gradu- 
ally replaced by that of commercial agreements and co-operative 
associations. There is every reason to fear, then, that the same 
system of free competition extended to international trade may 
have the same results. In short, free trade, as expressed in the 
formula 'laisser faire, laisser passer,’’ is only one aspect of the struggle 
for profit, just like absolute protection itself. Among nations as 
among individuals we should seek to establish relations that are 
^ It will be recalled that among Pres,ident Wilson’s famous “Fourteen Points,” 
one of them (the Srd) was as follows: “The removal, so far as possible, of all e£X)noiiilc 
barriers and the establishment of an equality of trade conditions among all the nations 
consenting to the peace and associating themselves for its maintenance.” But in the 
Covenant of the League of Nations (Article 23 of the Treaty of Versailles) this clause 
was passed only in an unrecognizable form and without any real force. 
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neitlier antagonistic, like those of the nationaEst-protectionist system, 
nor competitive, like those of the free trade system, but which are 
truly co-operative. 

On the other hand, while admitting that free trade ought to pro- 
voke fewer political conflicts between nations than protection, it 
would be extravagant to expect the aboHtion of war to follow from 
its adoption, as its protagonists assert.^ The fight for outlets that 
characterizes this system does not look Eke an agent of pacification: 
the merchants of Manchester must not be confounded with the 
“pioneers’’ of Rochdale. Nor is it apparent that England has 
’waged many less wars than protectionist countries. 

As a means of putting an end to war, no better method has been 
discovered than the setting up of the League of Nations, Similarly, 
if we wish to abolish commercial wars, or to reduce them to a mini- 
mum, what better means can be found than to bind nations together 
by contracts, called treaties? These treaties, drawn up at first by 
pairs of nations and then made imiversal, will tend to consitute a 
commercial union^ either European or world-wide in its scope. That 
is the co-operative system that ought to replace both the nationalist 
system, called protection, and the competitive system, called free 
trade. It will not allow any country to close its markets jealously, 
nor to try to conquer foreign markets, but it will aim at utilizing 
the resources of each country in the interests of each and all. 

This treaty system also enables both the antagonistic systems to 
be satisfied. To free-traders it offers the following advantages: 

(1) It ensures the stability of tariffs during a long period of time 
(generally ten years), which is very favourable to commercial oper- 
ations. It is true that, conversely, it binds the contracting countries 
and takes from them the opportunity of modifying their tariffs 
according to circumstances; but this bond should be regarded as a 
benefit and not an evil, for, because of it, merchants can calculate 
and Gx their prices for a reasonably long period. 

(£) It establishes solidarity or mutual dependence among all 
countries, even those that are not parties to the agreement, in virtue 
of the “most favoured nation” clause, which is usually inserted in 
all these treaties. By this clause every concession made by one coun- 
try to another is extended automatically to all countries with which it 
has already made treaties. 

(3) It leads gradually to a more and more liberal regime, owing 
to the reciprocal concessions obtained by the contracting parties 

^ This theory is especially emphasized in a recent book called Pax Econoinica, by 
Henri Lambert, a great Belgian manufacturer. 
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from eacli other each time a treaty is renewed, whereas experience 
show's .that the system of protection, when, once established, tends 
to increase a.nd extend, as each industry in turn demands its share. 

On the other hand, commercial treaties permit of satisfaction being 
given to some of the demands of protectionists: 

(1) They set up the principle of reeiprodiy — what is called 
fair trade y as distinguished from free trade — in the folloiving ways: 
(a) by offering an open door to countries that open theirs, and 
mce versa; (b) by giving a means of defence against an aggressive 
policy on the part of the foreigner, w'hen he tries to force open our 
door by subsidizing his manufacturers or adopting the practice of 
dumping. 

Dumping was a frequently-discussed question before the war, and 
has become even more prominent since, because it is looked upon 
as an economic weapon peculiar to Germany and as formidable as 
poison gas. The English word applied to this proceeding^ shows, 
however, that it is not a German invention. But it is true that the 
Germans have been able to use it better than any other country, 
thanks to the skiKul organization of their cartels. As soon as these 
associations of producers acquire a quasi-monopoly of the market, 
it is to their interest that prices should not fall owing to overproduc- 
tion, and to avoid this they may find it advantageous to pour away 
their surplus produce abroad, even at a loss. At the same time, the 
dangers of this form of competition have been exaggerated, for it 
can only be an exceptional mode of procedure, and it may even give 
the importing country the advantage of getting a good bargain — 
as the tradesman says when he tries to tempt a customer. 

(£) They permit of the fostering of acquired situations and the 
safeguarding of industries whose ruin would cause too great a dis- 
turbance, either from the political and social or from the economic 
point of view. They also permit of a differentiation of duties, taking 
account of differences of position among different countries and of 
the industries in each of them that seem more or less threatened by 
competition, whereas a general customs tariff is necessarily uniform 
and can admit of no increase or reduction of duty according to the 
country from which the goods come, for this would be an act of 
hostility. For instance, if France considers that merchant shipping 
ought to be maintained at any price, as a means of national defence, 
or the wine-growing industry, because of the huge capital engaged 
in it and the amount of wages it distributes, then commercial treaties 
enable her to support these industries. 

^ [Professor Gide uses the English word “ duiapiiig.’l 
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Such, then, are the advantages that arise from the system of com- 
mercial treaties. Unfortunately French policy shows little favour 
to this method, and this is one of the causes that have placed France’s 
international commerce behind that of her rivals. But if England 
at length forms her huge Empire into a customs union, and if the 
United States on their side succeed, as they have tried to do in various 
pan-American congresses, in establishing a customs union including 
all the republics of America, then, in face of these two ‘'ZoUverein,” 
each occupying a third of the world, the creation of a commercial 
union embracing all the States of the European continent would 
seem to be indicated. But unfortunately this has not been made 
easier by the war.^ 

VII. HISTORY OP INTERNATIONAL TRADE 

During ancient and medieval times international trade was less 
general than it is to-day. It was in the hands of a few small nations 
who held a monopoly of commerce and transport owing to their 
maritime situation — Tyre and Carthage in ancient times, the 
Italian republics and the Hansa towns in the Middle Ages, and 
Holland at the beginning of the modern period. Other nations 
played a purely passive part; they welcomed foreign traders, just 
as the African negroes receive Moslem or European merchants to- 
day, with a certain amount of good will, since they brought them 
goods they could not produce for themselves; they even tried to 
attract them, by granting them privileges when necessary. But, 
in exchange for the protection they granted these traders, they made 
them pay certain duties which were a kind of share in their profits, 
just as little African kings still levy tribute on the caravans that 
pass through their territories. Customs duties, therefore,^ — if we 
may already give them this name, — were originally entirely ^scal 
and in no way protective. What, indeed, could they protect, when 
there were no national industries? 

In the sixteenth century, however, a change took place, for two 
reasons: 

(1) Because international commerce developed to an extent un- 
known before when the great ocean routes of the world were opened. 
International competition had been out of the question when scarcely 
anything was transported except articles of luxury: the purple of 
Tyre, the brocades of Venice, Toledo sword blades, and spices from 
the East. But it began to make itself felt as soon as trade was suffi- 

^ [We have omitted a portion of this last paragraph, and also a footnote» dealiog 
entirely with French tariff history.] 
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ciently well equipped for the transport of articles of general consump- 
tion, .such as the cloth of Flanders, 

{%) Because the great States of modern Europe were formed at 
this time, and one of their concerns was to adopt a national policy 
- — that is to say, to make international trade serve for the aggraiidize- 
nient of their wealth and power. 

Then it was that there arose a collection of theories and an entire 
body of policy that is known as the mercaniile system. This system 
was somewhat misrepresented in the classical treatises. It was 
said that the mercantilists believed that money was the only true 
wealth, and that consequently a country could only grow rich by 
procuring it; and that when a country had no chance of possessing 
gold and silver mines, its only means of obtaining money was to sell 
as much as possible to other countries that possessed money, and thus 
to draw it from them by degrees. If, on the other hand, a country 
was foolish enough to buy abroad, it thereby got robbed of its money. 
Therefore, to export as much as possible, and to import as little as 
possible — in short, to aim always at having a favourable balance 
of trade, — was the whole conclusion of the mercantile system. 

The doctrine does not seem as childish as it is said to be if we take 
into consideration its date, at a time when gold and silver were more 
scarce, perhaps, than they have been at any other period; when the 
growing needs of trade and industry — not to mention the govern- 
ment needs of the new-born States — were creating a veritable 
famine of money; and when men were beginning with difficulty 
to invent those modes of credit that were one day to permit of a 
more economical use of money. If the discovery of the mines of the 
New World dazzled men’s eyes and inspired them with covetousness, 
it was not without reason, for it came just at the psychological 
moment — Bastiat would have said the providential moment. 

The mercantilists were the precursors of those who are called 
nowadays "‘national economists.” They founded the first national 
manufactures, and they sought to attract good workmen, who seemed 
to them a form of wealth no less precious than gold. But, above aU, 
they conceived the idea of employing customs duties to avert foreign 
competition and develop national industry: with them these duties 
lost their fiscal character and became proteciwe. With Cromwell in 
England and Colbert in France this logically coherent system reached 
its fullest development. It may be summed up under three heads: 

(1) The discouragement of the importation of manufactured goods 
by protective duties; 

' (2) The encouragement, on the other hand, of the importation of 
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means of a reduction of these duties; 

(3) The stimulation of the exportation of the produce of the 
country, by encouraging manufacture or by means of bounties. 

This system, generally known as Colheriism, ruled without dispute 
until the coining of the “economists.” The physiocrats mercilessly 
demolished the theories of mercantilism, and set up in the opposite 
camp the standard of laisser faire, laisser 'passer* They fought no 
less vigorously for the freedom of trade against the protectionist 
system, than for the freedom of labour against the guild system. 
But the French Revolution, which led to the triumph of their doc- 
trine in the matter of freedom of labour, did nothing of the kind with 
freedom of trade. And the twenty years of European war that 
followed were scarcely a fitting preparation for the coming of free 
trade. 

In England, however, the ideas started by Adam Smith had ma- 
tured. Moreover, the land system as established in the British 
Isles was sufficient in itself to discredit the protectionist system, for 
it was a particularly odious spectacle to see the English lords, owners 
by right of conquest of almost all the land in the kingdom, keeping 
out foreign corn in order to sell their own at a higher price, and 
profiting by the growing needs of the population to collect higher 
and .higher rents. The House of Lords was therefore in a poor 
position to resist the movement of indignation let loose by the Anti- 
Corn Law League, and in 1846, after the striking conversion of Sir 
Robert Peel, it was obliged to give in. Once the duty on corn was 
abolished, the rest of the protectionist edifice collapsed, including 
Cromwell’s famous Navigation Act, to which the maritime greatness 
of England was attributed. 

In France, a league founded by Bastiat in 1846, and modelled on 
the English Anti-Corn Law League, came to nothing because French 
social conditions were quite different from those of England. But 
the Emperor Napoleon III, whose policy was founded upon an 
alliance with England, and whose instincts were democratic, took 
advantage of the autocratic power that he possessed to sign a treaty 
of commerce with the British government without consulting the 
Chamber of Deputies. This famous treaty of 1860, in no way an- 
swering to the wishes of the country, had none the less a remarkable 
influence in Europe, and was followed immediately by the conclu- 
sion of similar treaties between all the powers of Europe, so that it 
was everywhere held to mark the end of the long rule of protection 
and the beginning of an era of real free trade. 
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The reign of free trade, however, was not destined to be a long one. 
To begin with, the United States had remained outside the move- 
ment. They had always been protectionist — even from birth, 
it might be said. In fact, the chief cause of their revolt against the 
mother country had been that they were not permitted by her, to 
manufacture ‘‘even a horse-shoe.” It was natural, therefore, that 
their first anxiety should be to get possession of their industrial 
independence. But protective duties, very moderate at first, vent 
on increasing periodically, and always with some new object. First 
it was to protect their infant industries: it was that which inspired 
the system of List. Then after 1866 it was to pay the expenses of 
the great civil war. Later on this reason disappeared, and when the 
greater part of their debt was paid, the United States did not know 
what to do with the money drawn from their customs duties, so to 
make use of it they distributed some forty million pounds in pensions 
to so-called war invalids. But then a new argument was discovered 
for increasing customs duties — the need to defend the high wages 
of America against the low prices and wages of Europe. Since then, 
American tariffs have simply grown bigger and bigger. 

Germany had paved the waj for its political union since 1838, 
by setting up a customs union between the various German States. 
When the free trade period came along, she joined the movement 
w^holeheartedly. But when her political unity was accomplished 
she conceived an ambition to become a great industrial power, and 
turned completely round in the direction of independent protection- 
ism. It may even be said that it was Germany, along with Austria, 
that started the protectionist reaction, in 1879, that was quickly to 
win over the vrhole of Europe. And more recently still (1892-1894), 
when she had achieved this first object, and had to seek for outlets 
abroad, she adopted a mixed system of commercial treaties which 
started a new Zollverein embracing the whole of central Europe. 
The defeat of 1918 has put an end to this dream for the time being. 

As for France, as soon as she was able to free herself, in 1892, from 
the commercial treaties concluded by Napoleon III, she became pro- 
tectionist again. Since then she has merely moved more emphatic- 
ally in the same direction, even to the extent of increasing her customs 
duties in 1910. 

Finally, even England herself, the classic land of free trade, has 
begun to waver. The new protectionism first appeared there in the 
shape of imperialism. That is to say, it was inspired particularly 
by a political motive — that of uniting by bonds of self-interest the 
nations that make up the immense British Empire. With this 
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eBd it would be necessary for the colonies, themselves for the most 
part strongly protectionist, to concede reductions of duties to the 
products of the mother country, and conversely for England to grant 
privileges to colonial products, which implies the imposition of duties 
on foreign products. But other forces are impelling England, like 
other countries, into the protectionist path, even more than imperialist 
ambitions. Among them is the need for obtaining resources to meet 
the enormously increased expenses caused by the war and by social 
legislation. If these are not obtained from the customs they must 
be demanded from the rich, and such, indeed, is the programme of 
the liberal^ party. Naturally, however, the manufacturers and 
landowners prefer protective duties, and, to win over the working 
classes, they offer them as a remedy for unemployment. 

So in Europe at the present day there are hardly more than a few 
small countries — Holland, Norway, and Denmark — that have 
remained faithful to free trade because their area is too limited for 
them to be self-suifficing. Everywhere else, even in Switzerland, 
customs barriers have been raised and tariff wars have taken the 
place of commercial treaties. 

What influence has the great war had upon international trade? 
It began by almost wiping it out, through the action of the double 
blockade: the blockade of the central empires by the fleets of the 
Entente powers, and the blockade of the Entente powers by the 
submarines of Germany. But in consequence of the frantic rise in 
prices it was found that international trade increased enormously 
when expressed in value, while the quantity of goods carried dimin- 
ished.^ 

^ [In the widest sense of this word, of course, including particularly the extreme 
left.] 

2 Here are the (approximate) comparative figures for three great powers in 1918 
and 1920 (in millions sterling) : 

France England United States 

1913 610.... 1,410 870 

1920 2,310. 3,280 2,770 

As this increase was due solely to the rise in prices, and as this rise was enormously 
different in each of the three countries, it would be idle to make any comparison of the 
progress of trade in these countries. What is particularly noticeable is the upsetting 
of the balance of trade: a huge excess of imports in the case of France and England, 
and a huge excess of exports from the United States. In France during the six years 
1915-20 the excess of imports amounted to nearly £4,000,000,000 (£960,000,000 for 
the year 1919 alone). Fortunately the economic laws we have already explained, and 
which were temporarily put out of action, have begun to operate again, and equilib- 
rium was again established in 1921. [In the case of England the excess of imports 
for the same six years amounted to nearly £3,700,000,000.] The United States, on 
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It is somewhat difficult to find arguments in favour of protection 
or free trade in the disturbances created by a state of war. In fact 
they lend themselves to opposite interpretations. It may be said 
that since the belligerent States hastened to abolish the duties on 
food-stuffs at the beginning of the war (Prance abolished her corn 
duties on the 31st July, 1914, the eve of mobilization, and Germany 
in September), this proves that they expected a fall in price to fol- 
low the abolition, and that therefore it incontestably refutes the 
doctrine that customs duties are paid by the foreigner. But, con- 
versely, protectionists have not failed to make use of the fact that 
all these States were nearly brought to destruction through lack of 
means of subsistence, and to draw the conclusion that it is necessary 
for every country to make itself independent of the foreigner (see 
above). 

It is difficult, also, to pick out guiding principles for post-war 
commercial policy. All that can be said is that such policy will be 
cruelly torn between opposing ends: on the one hand, the need for 
each country to press on its exportation and to open up markets in 
friendly and even in neutral countries; and, on the other hand, the 
necessity for each country to obtain resources for its depleted ex- 
chequer, and its desire to assure its commercial independence in 
the interests of national defence. 

the other hand, benefited during these six years by an excess of exports amounting to 
17,334 million dollars — say £3,500,000,000 at par. 
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CHAPTEE VI — CREDIT 


I. HOW CREDIT IS SBIPLY AN EXTENSION OF " 
EXCHANGE 

Credit is only an enlargement of exchange — exchange in time 
instead of in space. It may be defined as the exchange of present 
wealth for future wealth. 

For example: a wool spinner sells wool to a cloth manufacturer. 
But the latter has not the wherewithal to pay for it — he has no 
present wealth to give in exchange for the wealth that is delivered 
to him. But that makes no difference: the manufacturer gives in 
exchange the future wealth that he proposes to create out of this 
wool — that is to say, an equivalent value to be taken out of the 
value of the cloth when it is made. 

Here the fact of exchange is perfectly clear: it is a real sale. The 
only way in which it differs from an ordinary sale is that it is a credit 
transaction and. not a cash one. But this difference, which seems 
of little importance, has weighty consequences. It is no small thing 
to draw the future into the scope of our contracts. 

Here is another form of credit in which the act of exchange is less 
easy to detect, although it is actually there. A farmer, having no 
wheat to sow, borrows some from his neighbour — that is to say, 
he engages to give it back after the next harvest. Of course he will 
not give back the same wheat, for he will have used that to sow his 
field, but he will give different wheat, drawn from his own harvest. 
The Roman lawyers well expressed it when they said that in cases 
of loan the thing was transferred in full ownership (they called it 
mutuum^ because it made mine, meum^ become thine, tuum) and 
that it was the same, conversely, with the similar thing given back 
when the time for payment arrived. If instead of wheat we imagine 
the loan to consist of a sum of money, which is the object usually 
borrowed nowadays, it is no less obvious that here there is still an 
exchange of present wealth for future wealth.^ 

^ In the case of an object that the borrower has to return just as it is — such as a 
house or land, where the loan is called a lease — the definition we have given is no 
longer applicable. This is not exchange but hire^ and it is no longer credit^ in the proper 
sense of the term. I could hardly say that the landlord who lets me lodgings gives me 
credit, especially when he makes me pay the rent in advance, which is the rule for 
small lets! 
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Now these two operatioBs — sales on credit, and ham — are the 
two essential forms of credit. 

The essential characteristics of credit, therefore, are (1) the con- 
sumption of the article sold or lent; (£) the expectation of the new 
article that is to take its place. For whereas the man w’ho lets a 
house or farm knows that it will be restored to him, and does not lose 
sight of it for an instant when it is'in the hands of the borrower, the 
man who lends a thing for consumption knows that it is taken from 
him irrevocably. The sack of borrowed wheat will have to pass 
through the mill to become flour, or be buried in the furrow until the 
harvest. The sack of borrowed crowns, whatever use they are to 
be put to, will have to be emptied dowm to the last coin in expectation 
of the future money that the borrower hopes to make. Now that 
is a terrible position, for the borrower as well as for the lender, for 
this is what results: 

(a) First consider the lender. He is exposed to considerable 
risk. No doubt he counts on receiving an equivalent amount of 
wealth to replace w^hat he has lent, but this wealth is not yet in exist- 
ence, It will have to be produced for this purpose, and w'hatever is 
future is by that very fact uncertain. Legislators have striven to 
guarantee the lender against all danger, and the precautions they 
have devised with this object constitute one of the most important 
branches of civil law: guarantee, liability, mortgages, etc. 

When the debt is secured by the delivery of goods of at least equiv- 
alent value, movable or immovable (there need be no actual delivery 
of immovable goods, and sometimes not even of movable goods), 
then the maximum security is obtained and the credit is said to be 
real, meaning that the claim applies to a thing {res). Yet even in 
this case the security is not absolute, for the immovable goods mort- 
gaged or the object given in pledge may lose their value. So a 
certain amount of confidence — an act of faith — is alw’ays required 
on the part of the lender, and that is exactly why the name ‘‘credit’" 
is reserved for this particular kind of loan, for by its etymological 
origin it implies an act of faith (Lat. credere, to believe, or trust). 
xAnd credit is more and more called upon to justify its fine name, 
because, as we shall see, real credit — that which is guaranteed by a 
pledge or mortgage — gives place more and more to personal credit, 
which, in the shape of current banking accounts or mutual credit 
societies, is founded entirely upon the word of the borrower. It will 
be said, no doubt, that this is a return to the past to the days, of 
ancient Rome, when the creditor had likewise no other security than 
the person of the debtor. But the difference between the two is great, ^ 
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for then it was the very body of .the debtor that served as a pledge 

— a body which could be imprisoned, whipped, and perhaps even 
cut into pieces {'partes secanto, as the Law of the XII Tables had it) 

— whereas nowadays the only pledge of personal credit is the honour 
of the debtor, his moral and not his physical person. 

(5) Secondly, consider the borrower. His obligation does not 
consist, like that of the tenant of a house or farm, simply in having 
to keep the thing lent and to maintain it in good order till he restores 
it at the appointed date. After he has made use of it — that is to 
say, destroyed it — he has to labour to build up an equivalent for it, 
with which to settle his debt on the day it falls due. Me must ihere- 
fore take great care to employ this 'wealth in a productive manner. If 
he is unwise enough to use it unproductively, for personal consump- 
tion, or if by ill chance he fails to produce an amount of wealth at 
least equivalent to that which he has borrowed, that means ruin. 
In fact, the history of all countries at all times is a veritable martyr- 
ology of borrowers ruined by credit. 

Credit, then, is an infinitely more dangerous mode of production 
than those we have hitherto considered. It can only be of use in 
societies where economic education is highly developed. 

II. CREDIT INSTRUMENTS 

Credit really only comes into existence as a mode of production 
when the future wealth that is its real object is to some extent real- 
ized — although it does not exist — and enters into commerce in 
the form of negotiable instruments. The invention of these marked 
a real economic revolution, which may be assigned to the thirteenth 
century. It must be understood in the following way. 

At the beginning, credit was not regarded as wealth, for it had 
no reference to a material object, nor to any wealth at all: it was 
a purely personal bond between creditor and debtor. In the sig- 
nificant words of the commentators, the obligation adhered to the 
body of the debtor — ossibus haeret. If the debtor failed to pay, 
the creditor could not seize his goods: there was nothing that he 
could seize except the very body of the debtor, and that is why, as 
we have just remarked, he could imprison it or even cut it into pieces. 
In these circumstances, the idea of transferable credit claims — the 
possibility of putting such a power into the hands of anyone else 
■ — could not possibly be entertained. 

But the Roman lawyers soon took a great step forward, and credit 
claims came to be regarded as goods {bona)^ Then by means of 
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iBgenious devices they, were made transferable (by what was called 
nomtio and litis contestatio). This transfer of credits, however* 
always remained more difficult than the transfer of material goods, 
and even to-day, according to the French Civil Code, the transfer 
of credit instruments involves somewhat complicated formalities 
— especially the notification to the debtor. 

But commercial law, as has often been noticed, always advances 
more rapidly than civil law, and serves it as a pioneer. So, in the 
Middle Ages, it made an admirable double invention — that of' 
representing a credit claim by a written , document ^ — a biU of ex- 
change or a promissory note. 

A biU of exchange is a document by which a creditor conveys to. 
his debtor an order to pay, not to himself, the ‘*drawer”;of the bill, 
but to a third person, generally in another place or another country. 
For this reason biUs of exchange have always been used mainly for 
settling transactions at a distance — between di.ffereiit towns or 
different countries. 

If a merchant of Venice owed a merchant of Amsterdam a thousand 
ducats, instead of sending .the ducats in coin (which was hardly a 
convenient proceeding in those days), he would hand them over to 
one of his brother merchants in V enice, who had a claim os Amster- 
dam. The latter would give him in exchange a letter ordering ^ Ms 
correspondent in Amsterdam to pay a thousand ducats to ’whoever 
presented the letter to Mm. So the merchant of Venice would 
merely send his Dutch creditor the letter instead of the money, 
and thus settle his debt. It is the same nowadays. Originally, 
however, this letter or bill could only be used by the one w^ho had 
drawn it. It was not till later on,, in the fifteenth century, that 
the idea arose of ma.king it negotiable , by a mere note written on the 
hsick of it, colled an endorsement 

The effect of the endorsement is not merely to make the settle- 
ment of transactions marvellously simple and to enable payment 
to be made without the use of money by the mere transfer of the 
biU. It also strengthens the value of the bill, because each of those 
into whose hands it passes, and who affixes his signature to the 
back of it, becomes severally responsible for the debt that it repre- 
sents. The proverb that' declares that- “a rolling stone gathers no 
moss,’^ is very much at fault here: the rolling biU is like a snowb-all, 
and' grows big with added guarantees. It is therefore a perfect 
credit instrument. 

Although the endorsement, however, gives additional ease of 
circulation to the bill, it also creates an obstacle, not sO' much by the 
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slight formality of haTing to affix a signature, as by the liability it 
involves. Let us go a step further: let us eliminate the endorse- 
ment itself, and create credit instruments that shall be transferable 
simply from hand to hand like pieces of money — bearer securities, 
cheques, and bank-notes. 

That brings us to the last stage. Henceforth huge masses of 
wealth — not exactly fictitious wealth, but future wealth, which is 
quite different — are added to the mass of existing wealth, and cir- 
culate in the form of negotiable or "‘bearer” instruments. These 
documents are the object of an enormous trade that would in former 
days have appeared inconceivable, and the merchants who specialize 
in this trade are called bankers. 

The creation of instruments representing capital is not only use- 
ful in facilitating sales, loans, and payments. It has a more curious 
and apparently an almost miraculous effect: it is equivalent to a 
duplication of capital, allowing two people to use it at once. 

This is an enormous advantage, for if it is very advantageous for 
the purchaser, buying on credit, to keep his money at his own dis- 
posal for a certain time, it is, conversely, very disadvantageous for 
the seller to be compelled to go without it for the same period. A 
manufacturer has to make purchases and pay wages every day. 
He can only get along on condition of renewing his necessary capital 
from day to day by the sale of his goods. But if he sells them on 
credit — that is to say, without being paid for them — it looks as 
if it must become impossible for him to carry on. 

What is to be done? It cannot be possible, it would seem, for the 
same capital to be at the disposal of two different persons, the lender 
and the borrower, at the same time. Yet such is actually the case; 
and it is the negotiable credit instrument that solves the apparently 
insoluble problem. In exchange for the capital that he gives up, 
the lender or the man who sells on credit receives a document — 
a piece of paper in the form of a promissory note, or bill of exchange, 
or what not — ■ representing a value which can be sold, like all other 
values. If he wishes to resume his capital, nothing could be simpler: 
aU that is needed is for him to sell, or negotiate, as it is called, this 
document. 

Of course there is no magic about this proceeding, and the 
operation has a natural explanation, as we shall see in the next 
section. 
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III. mTIETHER CREDIT CAN CREATE CAPITAL 

Credit has acquired such importance in modem society that we 
are tempted to ascribe miraculous powers to it. Speaking con- 
stantly of great fortunes founded on credit » and recognizing that the 
most extensive enterprises of modem industry are built upon a 
basis of credit, we are invincibly persuaded that credit is an agent 
of production and that it can create wealth quite as w'ell as land or 
labour. 

But this is a complete illusion. Credit is not an agent of prodiictioii : 
it is a particular mode of production (which is a very different tiling),^ 
just like exchange, and just like division of labour. It consists,* as 
we have seen, in the transfer of wealth or capital from one person to 
another; but to transfer is not to create. Credit can no more create 
wealth than exchange can create goods. As John Stuart Blill has 
admirably put it: ‘^Credit being only permission to use the capital' 
of another person, the means of production cannot be increased by 
it, but only transferred.” 

T\Tiat serves to foster this illusion is the existence of credit instru- 
ments. We have seen that all capital that is lent is represented in 
the hands of the lender by a negotiable instrument of the same value. 
Hence it seems as though the act of lending has the miraculous effect 
of making two capitals out of one. The old capital of £1000 which 
has been transferred to the borrower, and the new capital represented 
by a note for £1000 in the hands of the lender — do not these two 
make £2000? 

From the subjective point of view this paper note is, in fact, capital: 
it is capital for me, but not for the country as a whole. It is evident, 
indeed, that I can only negotiate it if someone is willing to give me 
in exchange for it the capital that he possesses either in money or 
goods. The document is not capital in itself therefore, but it merely 
gives me the possibility of obtaining other capital in place of that 
which I have relinquished. It is obvious, moreover, that whatever 
may be the use that I wish to make of the value represented by this 
piece of paper — whether I wmiit to use it to pay my expenses, or 
for production — I can only do this by converting it into those ob- 
jects of consumption or instruments of production that are already 
in existence on the market. It is by means of this real wealth that 
I shall carry on production or support life, and not by means of 
scraps of paperd 

^ Leon Say, in his preface to Goschen’'s Theory of the Foreign Exchanges^ says: 
‘'‘This absolute representation of property in the form of an instrument has dissipated 
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If every credit instrument — every debt — was actually wealth, 
then every Frenchman would simply have to lend Ms w^ealth to his 
neighbour, in order to double the wealth of the country at one stroke, 
raising it, say, from ten thousand millions to twenty thousand mil- 
lions! 

May we not at any rate say that these instruments represent 
future wealth? Certainly; but it is precisely because the wealth is 
future that we cannot count it. We shall be able to count it when it 
is born. Until then there will always be this marked difference 
between present and future wealth, that the first exists and the 
second does not ! We cannot produce and we cannot live from wealth 
that is merely expected. We might just as well reckon, in taking a 
census of population, all those members of society who are to be 
born during the next twenty years. 

But though credit cannot be called productive in the sense of 
creating capital, it yet renders important services to production by 
enabling us to utilize existing capital to the best possible advantage. 
In fact, if capital could not be transferred from one person to another, 
and if everyone were reduced to the necessity of employing what he 
possessed himself, an enormous amount of capital would remain 
unemployed. In all civilized societies there are many persons who can- 
not make use of their own capital. Among them are the following: 

(a) Those who have too much capital. As soon as a man’s fortune 
exceeds a certain sum, it is no easy matter for him to make use of it 
by his own ability alone, apart from the fact that in such cases he 
is scarcely disposed, as a rule, to take the necessary pains to employ it. 

(&) Those who have not enough. Workmen, peasants, and ser- 
vants, who have saved small sums of money, are unable to employ 
these small savings productively. Yet these small amounts may 
add up to millions when they are all put together. 

(c) Those who are unable, owing to age^ sex, or occupation, to 
employ their capital themselves in industrial undertakings. Such 
are children, women, and members of the liberal professions— 
lawyers, doctors, soldiers, clergymen, civil servants, and officials of 
every kind. 

all tlie diiBBculties that used to hinder the maturing and transmission of, rights. To- 
day, by means of a French bill on England, an English bill on Canada, a Dutch bili 
on the Indies, and vice versa, we can send factories and railways and, in fact, an ./thing 
that can be owned. The thing itself remains motionless, but its image is conveyed 
unceasingly from place to place. It is like the play of mirrors sending reflections to 
the ends of the earth. The mirror is tilted, and the reflection strikes higher or lower, 
to the right, or to the left. The object itself is in one place, but it is made use of every- 
where: whoever has the reflection, has the object.’* 
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Oe the other hand there is no lack of people in the world — cap- 
tains of industry, inventors, agriculturists, and even workmen — 
who could make good use of capital if they had it; but unfortunately 
they have not got it. 

If, therefore, capital can be transferred, by means of credit, from 
those who cannot or will not make use of it to those who are in a 
position to employ it productively, this transference will be of great 
benefit to both parties and to the country as a whole. In every 
country there are millions of pounds of capital that are thus with- 
drawn from sterile hoarding or from unproductive consumption, 
and made fruitful by means of credit. It has been well said that 
credit possesses the virtue of transforming laient capital into aetim 
capital. In short, credit plays the same part in relation to capital 
as exchange does in relation to wealth. We have already seen that 
exchange, by transferring wealth from one producer to another, 
does not create it, but enables it to be better utilized, and also pro- 
motes the better employment of natural resources and the labour of 
producers. 

IV. HOW CREDIT ENABLES US TO DISPENSE 
WITH MONEY 

That credit enables us to 'postpone payment is obvious enough, 
and follows from its definition; but it is not equally clear that it 
enables us to abolish payment; for sooner or later, it will be said, 
when the date of payment arrives, the debtor wiU surely have to 
pay up? But no; even that will not be necessary. 

Suppose that every sale, instead of being paid for in money, is 
paid for by the creation of a credit instrument — a cheque or bill of 
exchange — and that these instruments are thrown upon the market 
and pass from hand to hand by successive transfers. The result 
will necessarily be that most of them end by meeting and cancelling 
each other, either by compensation or by confusion^ as the lawyers 
put it. 

Suppose that there are three countries, or three persons, whom we 
will call A, B, and C. Suppose that A is a debtor to B, and that B 
is a debtor for the same amount to C, who in his turn is a debtor to 
A. Is it not evident, then, that instead of passing the sum of money 
owed by these three debtors to their three creditors round the whole 
circle — making A pay £1000 to B, who then pays £1000 to C, who 
finally hands back the money to A,, from whom it came in the first 
place — it is simpler to settle the whole business without paying a 
farthing?. 
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But of course it will be said that it is MgMj improbable that C 
will be debtor to A in this convenient fashion, so as to close the circle, 
as it were. ' This is true; but if C is not a debtor to A, he will perhaps 
be a debtor to D, or E, or F, or <?, or H, so that the credit irLstrument 
chances ultimately to reach someone who is A"s debtor, and then the 
problem is solved. The more persons there are taking part in the 
game, the larger the circle will be, and obviously the more ehame 
there toill he of dosing the circle, of buckling the strap, so to speak. 
Besides, there are intermediate agents whose express business it is 
to turn these chances into realities. These are the bankers, in whose 
hands the cheques and bills of exchange of A, B, C, etc., will even- 
tually collect. 

It was in international trade — in exchanges between one country 
and another — that merchants first had recourse to credit to enable 
them to dispense with money. The dangers and diflBculties of trans- 
porting large sums of money over great distances inspired the Lom- 
bards, as we have said, -with the idea of the bill of exchange, whose 
principal use was to avoid the conveyance of money from place to 
place and making many payments, one in each place. But if the 
transport of money was eliminated, payment was not. There' was 
stiU one step to be taken to reach that end. Suppose that each of 
two places, say London and Paris, had drawn a bill of exchange on 
the other. Then each place was debtor and creditor for the same 
amount, and it is plain that these two debts could be extinguished 
by the method of payment called compensation; and if the amounts 
were unequal, compensation could take place none the less, up to 
the amount of the smaller of the two sums. All that would be 
necessary would be for the intermediate agents, the bankers, to un- 
dertake to balance the account. 

But for these ingenious devices, in fact, international commerce 
would have been quite impossible. As we have already shown, the 
money that actually travels from one country to another represents 
only a very small fraction of the value of the goods exchanged. 

But it is not only in international relations that credit instruments 
are able to take the place of money and make it unnecessary. It is 
the same among the inhabitants of a single towm or a single country. 
In this case it is the cheque that is chiefly employed for the purpose 
(see below, p. %95), 

Could not the cheque itself be replaced by simple booking oper- 
ations? Suppose that all the inhabitants of a country open accounts 
in a single bank,^ whose duty it is to receive all income for each of 

^ Or in the Post Office, where everybody is necessarily a customer. The postal 
cheque system was started &st in Austria in 1883, and more recently in France. 
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its customers by enteriug it to their credit^ aad to make all their pay- 
ments by entering them to their debit At the end of the year the 
bank would send each customer his account, which would show a 
balance in favour either of the bank or the customer. This balance 
would be carried on to the nest year, either to the debit of the cus- 
tomer (in the first case), or to his credit (in the second ease), and so 
forth. It is evident that if this system were made universal, all 
transactions could in theory be settled by a mere process of book 
settlement by what is called the clearing system. Then we should 
no longer see that army of collecting clerks, with bags attached to 
them by chains, who go about collecting cheques, and occasionally 
get murdered on the way ! 

By entirely doing away with the instrument of exchanged however, 
such a system would tend, as Jevons observed, to take us back to 
barter — to the direct exchange of goods for goods. This phenom- 
enon is similar to that which tends to eliminate the merchant and 
bring producer and consumer into touch with each other by means 
of co-operative societies.^ In fact there is a curious resemblance 
between the ingenious and complicated proceedings that constitute 
the last word in economic progress, and the primitive operations of 
societies still in a state of barbarism. Nor is it the first time that 
we have noticed in the historical development of races that peculiar 
mode of advance of the human mind, ’which seems to return almost 
to its starting-point when it has reached the end of its progress, 
describing not exactly one of those great circles that so vividly 
impressed the imagination of Vico, but rather a curve that rises in 
an upward spiral. 

We saw in the last chapter that international trade tends auto- 
matically to take the form of barter, the tendency being always for 
exports to balance imports. And do we not also arrive at a kind of 

^ The abolition of money as an instrument of exchange would not necessarily 
involve its abolition as a standard or measure of value. But gold money would no 
doubt serve this purpose only potentially, remaining shut up in the vaults of the 
banks, like the Imperial Standard Yard, which is immm*ed at the Houses of Parlia- 
ment. 

2 Many other equally curious instances of this can be found in the other social 
sciences. Thus there is a tendency for the verbal formalism of primitive legislation to 
reappear in modern legislation, in the shape of formulas entered in registers and 
creating rights; direct government by the citizens of ancient cities reappears in the 
referendum of modern constitutions; compulsory military service for ail citizens takes 
us back to the system that preceded the formation of standing armies; and so forth 
— not to mention the many curious revivals of ancient warfare in the weapons, hel- 
mets, war chariots, etc., of the late war. 
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barter on the hypothesis that we have just worke-d out — the sup- 
position that all the inhabitants of a country are customers of a 
single bank? Such a social system, in which there would be no need 
of money, could only take effect because everyone would pay for the 
products or services he consumed with his own products or his own 
services. 

It is also a kind of barter that is practised in that wonderful in- 
stitution called the Clearing Home (see below, p. 297), for those 
huge bundles of cheques and bills that are exchanged and set off 
against each other every day are merely symbols that stand for the 
piles of boxes, bales, and barrels actually exchanged. To anyone 
who can look behind the scenes, the Clearing House appears as a 
great market, like those of the African tribes or of the vanished cities 
of the past, with this one difference, that instead of an actual ex- 
change of goods we have an exchange of the credit instruments that 
stand for them. 

Money thus tends to become a pure abstraction. Yet how far 
we are from the crude system of barter, despite this superficial 
resemblance! For money, and the wealth it stands for, appears 
everywhere in its different forms — metal, paper, and instrument of 
credit ~ though dematerialized and, as it were, sublimated. 


CHAPTER VII — BANKS 

I. FUNCTIONS AND HISTORY OF BANES 

We have seen that the exchange of commodities is almost impos- 
sible without the aid of certain intermediaries, called merchants or 
traders. In the same way, trade in capital would be impossible 
without the assistance of intermediaries called bankers. 

The history of banking is closely connected with the history of 
trade since the Middle Ages, and each great bank that has been es- 
tablished marks a new stage in commercial development. The first 
banks were those of the rich Italian republics, Venice (?14(I0) and 
Genoa (1407). Commercial pre-eminence passed thence to Holland, 
and we see the appearance of the famous Bank of Amsterdam (1600), 
soon followed by those of Hamburg and Rotterdam. Finally the 
establishment of the Bank of England, in 1694, shows how England 
was about to succeed to the commercial supremacy of the w^orld. 
The Bank of France came much later — not till the beginning of the 
nineteenth century. But in 1716 Law had founded a remarkable 
bank that was in advance of the time, but was famous mainly for 
its sorry end. 

Bankers were originally merely dealers in money — money-ehmigers, 
as they would be called to-day. In London, in the seventeenth 
century, the goldsmiths played this part. But while money- 
changers nowadays do a very insignificant business, being found 
only in frontier towns or at railway stations, where foreigners need 
to change their money, in the Middle Ages it was a very different 
matter. The enormous variety of moneys (for each feudal lord had 
the right to coin money), and the' frequency of secret debasement 
or counterfeiting, often committed by the sovereign himself, gave 
great importance to these banks, where anyone could obtain good 
money on payment of a premium. 

Bankers are traders, just like other traders. While others deal 
in merchandise, bankers deal in circulating capital represented by 
credit instruments or cash. Other merchants buy in order to sell 
again, and make their profit by buying as cheap as possible and 
selling as dear as possible. Bankers borrow in order to lend again, 
and make their profit by borrowing as cheaply as possible and lend- 
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ing at tlie highest rate possible. But it is easy to understaiid that 
these traders exercise an economic function of the highest importance 
for no goods are as important as money, at least in modern times, 
and those who hold the money have the power to dispense fortune 
or min — according as they grant money or withhold it — or at 
least to render the merchant and manufacturer powerless. In 
business, the suppression of credit means death. 

Such, then, are the two fundamental operations of banking: 
borrowing and lending. And since borrowing is generally performed 
by means of deposits and lending by the method of discount, banks 
are frequently described as ‘‘banks of deposit and discount.” 

But besides these two fundamental operations, banks perform 
many others. Thus there is the loan made simply on the honour of 
the borrower, which consists in his opening a credit, generally in the 
form of a current account The account is a debtor when the customer 
draws more than he pays in, and a creditor when he pays in more 
than he draws. At the same time, this method of “open” lending, 
as it is called, is very dangerous, and offers no real security. As it 
requires a very accurate estimate on the part of the bank manager 
of what each of his customers is worth, some banks refuse to under- 
take it. It is absolutely forbidden by the regulations of the Bank of 
France. 

Secondly, there is the method of advancing money on securities, 
which is a loan made in return for the pledging of transferable se- 
curities deposited by the borrower. These securities ought always to 
represent a sum greater than the amount of the loan, so as to cover 
the risk of depreciation. 

Thirdly, there is the method of carrying over, which is also a loan 
on securities, but a short-dated one. It is for the benefit of those 
who have bought securities on the Stock Exchange, are not in a posi- 
tion to pay for them on the appointed day, and wish therefore to 
“carry over” the payment for their purchase till the following month. 

Fourthly, there is the financing of industrial companies — a sharing 
in the creation of businesses, either by advancing capital or by sub- 
scribing shares ■ — a speculative operation not generally undertaken 
by the great French banks, but one that is practised on a large scale 
by the German banks and has contributed not a little to the industrial 
progress of their country. 

And, fifthly, there is the method of mortgage. This is a special 
operation that is incompatible with those just enumerated, and 
that should be reserved for special establishments. (See my 
Political Economy for mortgage loan societies.) 
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Fisialy, banks are not limited to bormwing in order to lend again. 
They also perform various services for their customers, whether 
these be traders, States, or private individuals. 

To capitalists they render the service of keeping their semrities 
and receiving the dividends, which is a great convenience for them, 
and they also facilitate the employment of their savings by recom- 
mending good investments. This is a source of considerable profit 
to the banker, not because of the very slight charge he makes, but 
because in this way he becomes the steward of his customers’ wealth. 
He controls the sale of their securities and the reinvestment of the 
proceeds. 

Another service that banks render to their customers is that of 
facilitating their payments to their tradesmen and other creditors by 
providing them with books of cheques payable out of their account, 
and with letters of credit on foreign banks, when they travel abroad. 

To States and great companies they render the service of bringing 
their loans to the notice of their customers. As they do not do this 
for nothing (far from it!), and as these operations sometimes run into 
millions, this is a most profitable business for the banks. 

It is not necessary that one bank should carry on al! the business 
just described. The law of specialization and division of labour 
applies in banking as in other branches of commerce. Some of these 
operations, it may even be said, are incompatible with the others. 
Thus banks of deposit cannot undertake the financing of industrial 
companies, or even the discounting of long-dated bills, such as those 
drawn by an exporter on his customers in distant countries, or any 
kind of lending that involves a more or less permanent immobiliza- 
tion of capital, not to mention loans on land; for such banks must 
always keep their funds available for repayment on demand. So 
special banks are required for assisting in the creation of business 
undertakings and for developing the export trade. 

The law of concentration, as it is called, makes its action felt in 
banking no less than in other forms of commerce. It is natural that 
the same movement that has led to the establishment of large shops 
should lead also to that of large banks. This is very apparent in 
France, -where during the last thirty years several banking estab- 
lishments in the form of joint-stock companies — notably the three 
whose names are so well known: the Credit Lyonnais, the Sociite 
Generale, and the Compioir d'Escompie — have extended their 
branches over the whole country and subjected the local banks, 
which are generally private undertakings, to overwhelming compe- 
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tition. Tie same movement has taken' place on a far larger scale in 
other countries.^ 

The local banks, however, do not completely disappear, because 
they are better able than the larger credit establishments to. assist 
and develop local industries. If their funds are insufficient for this, 
they can combine and form federations. Such a tendency was ap- 
parent before the war, and will no doubt be accentuated now. 


II. DEPOSITS 

The banker’s first task is to procure capital. How is this to be 
done? He can, of course, to begin with, use his own capital, if he 
has enough of it, and that is what most provincial bankers do. If 
the bank is constituted as a joint-stock company, then its capital is 
made up of the shares subscribed by all the shareholders, and may 
amount to millions of pounds. The bank can use this capital for 
its operations, and some great banks do this, but it is the exception 
rather than the rule. Great banks, at least discount banks, do not 
generally employ their own capital, whether privately owned or 
subscribed by shareholders, for the purposes of their banking op- 
erations. It appears only as a guarantee fund.^ Why is this? 
Because this capital is too expensive. It would have to be entefed 
in the books at the current rate of interest, 5% or 6%, and conse- 
quently the bank could not lend it, except at a higher rate, without 
loss. The banker must therefore conduct his business with the 
money of the 'public^ and he borrows it for that purpose. There is a 
cutting saying in a comedy which declares that “business means 
dealing in other people’s money”; but in banking at any rate this 
is the bare economic truth: it is the very essence of the banker’s 
trade. 

Moreover, the interests of trade require that it should be so; and 
not only the interests of the banker, for, as we have just said, if the 
banker employed only his own capital or that of his shareholders, he 
could not discount bills at so low a rate as S%, as is often done. 

But how will the banker borrow this money? He will not borrow 
as States or towns or industrial companies do — borrowing capital 
that the owners wish to invest for a long period, in the form of bonds 

^ [Compare the corresponding movement in England, by which most of the local 
banks have been gradually absorbed by the five great banking companies.] 

2 Most great banks invest their own capital either in real estate or in securities, 
as a reserve or guarantee fund for their customers. Such is the case, for instance, 
with the Bank of France. 
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or shares. This method, requires a higher rate of interest than the 
banker can afford if he is to make a profit. What he asks the public 
for is the circulating or floatiG,g capital that everjone .has in his 
pocket or ,h,is cash-box. In every country there is a large amount of 
capital i,ii this form — capital that is not yet fixed, which d,oes nothing 
and produces nothing, but merely waits for employment. The 
banker says to the public: ‘‘Entrust that capital to me until you have 
found a use for it. I will save you the trouble of taking care of it, 
and will give it back to you when you need it, on demand. That in 
itself is a service I will perform for you. But, besides that, I will 
pay you a little interest on it — say 1% or That is at any 

rate more than the money will produce .for you, for in your posses- 
sion it brings in nothing at all. Finally, I will render you yet a 
third service, for I will be your treasurer, and pay your tradespeople 
in accordance with your instructions, w^hich will be a great conven- 
ience to you.” That is what is called a deposit^’ 

W^hen these offers are heard and understood by the public, bankers 
can thus obtain a large amount of capital on very easy terms. De- 
posits are therefore the source of a bank’s life: it is by them that 
banks are fed, and by them that they, in their turn, feed industry 
with circulating capital. 

Still, if it were necessary to wait for the public to bring along its 
available money, as is done, for instance, in savings banks, the amount 
of the deposits w^ould remain somew’hat limited. Deposits must 
become automatic if the source or spring we have spoken of is to 
flow abundantly. How, then, are they to become automatic? 
They can only become so when capitalists, even the smallest of them, 
make a habit of depositing all their wealth with the banks and en- 
trusting them with the duty of drawing the income from it. Then 
their account grows by itself, every time dividends are payable, by 
the amount of the coupons attached to the securities. In countries 

^ It may even pay no interest. Some banks, such as the Bank o! England and the 
Bank of France, pay no interest on deposits, considering that the safe keeping of the 
money is a sufficient service to depositors. And the fact that they none the less receive 
enormous sums on deposit proves that they are right. Furthermore, it was formerly 
the rule for those old deposit banks already mentioned to charge depositors for the 
keeping of their money, because in those days the banks did not invest the money 
deposited with them, and made no profit out of it. 

2 The word deposit must not be taken here in the legal sense. Strictly speaking, 
a deposit is something sacred which the depositor must never withdraw, whereas a 
deposit of money in the bank is a kind of loan that the banker has every !nte.ntioii of 
utilizing and that he accepts only for that purpose. It is different in the case of s 
deposit of securities, which the owner leaves with his banker for him to take care of and 
to draw the income. In this case the banker cannot dispose of them. 
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like England and iimerica where this habit exists, all idle money is 
drained from circulation and pumped in by the banks where it can 
be usefully employed. 

But there are some countries, on the other hand, where having a 
banker is a luxury reserved for millionaires. Such was the case till 
recently in France, and it is so to some extent even to-day. The 
small capitalist likes to keep his securities himself; he only feels that 
he owns them if he can see them, and in spite of the trouble of stand- 
ing in a queue before the cashier’s desk he prefers to draw his divi- 
dends himself. A personal fortune deposited in a bank, of which he 
only gets news every six months in a balance sheet, is an abstract 
form of property that does not appeal to him. And since he keeps 
the papers and draws the dividends, it follows of necessity that he 
also keeps the money they yield in his own drawer or cash-box. So 
instead of a productive deposit you have unproductive hoarding.^ 

Since a deposit represents a debt of which payment may be de- 
manded at any moment, it is obviously a dangerous business for the 
bank, for if it wants to make the deposited money bear fruit, it runs 
the risk of not having it in its possession when the depositor comes to 
claim it.^ 

But this risk is certainly not a sufficient reason for preventing 
banks from utilizing the capital deposited with them, and compelling 
them to keep it intact as a true ‘"deposit,” as the old banks of Venice 
and Amsterdam did. Everyone would be worse off if this stringent 
method were enforced. 

In the first place, the depositors themselves would suffer, for it is 
evident that if the bank had to keep their money in its vaults with- 
out using it, it would certainly not be able to pay them any interest. 
On the contrary, it would have to charge them with the expense of 
keeping it safe — which is precisely what the old banks used to do. 

Secondly, the country also would suffer, for the social function 
performed by banks is that of collecting the capital that would re- 
main unproductive as pocket money or as a reserve fund, and con- 
verting it into an active and productive form. Now it would ob- 

^ Since the war, however, the French rentier has altered his habits in this respect, 
and has learned to make use of banks. So the amount of deposits has increased more 
than threefold, and new banks are being opened at every street corner. 

* The risk involved in the repayment of deposits is even more dangerous than in 
the case of bank-notes, because the repayment of deposits is certain: it is certain 
that sooner or later the deposit will be claimed from the bank, whereas it is by no means 
certain or even probable that the repayment of a bank-note will be demanded. Most 
notes circulate imtil they are worn out without ever being brought to the bank for 
payment, and a great number never come back at all. 
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vioEsly be impossible for tliem to do this if they could not iise their 
deposits. , 

: Consequently banks do not hesitate to employ the sums of money 
entrusted to them.. They merely take care to retain always a certain 
cash reserve to meet any demands that may arise. It is impossible to 
establish a prion any fixed proportio,n between the amount of this 
reserve and that of the deposits. The less the bankas credit and the 
greater the number of its large deposits, the more considerable should 
be its reserve, and it ought above all to strengthen its reserve in 
times of commercial crisis, and when State bonds and other securities 
are about to be issued — in short, whenever it foresees that deposi- 
tors win need their money.’ 

III. CHEQUES ' 

When a depositor -wishes to withdraw his money, what does he do? 
If he likes, he can simply go to the bank and receive it; but when 
the “credit habit” has been acquired there is a different mode of pro- 
cedure. He obtains a cheque-book from the bank — a book contain- 
ing a certain number of leaves and counterfoils printed with the 
requisite form in which he can insert the sum that he wishes to with- 
draw or to pay to someone else. Here he mil write his own name 
if he wishes to draw the money himself, or the name of the payee, 
as the case may be, or even no name at all, if the cheque is a “bearer” 
cheque — that is to say, payable to anyone who holds it. 

The invention of this simple little instrument of credit has effected 
nothing less than a revolution in economic matters. It tends, in- 
deed, to make money unnecessary, as we have shown above (p. 286). 
For what purpose do we actually need money? Simply to pay our 
expenses. But cheques are precisely the most convenient method 
of paying all expenses, for all that is needed is to write a sum of 
money and a name on a slip of paper, tear it out of the cheque-book, 
and send it to one’s creditor or tradesman, or as a subscription to 
some charitable society, or to the tax-collector, and so forth. In 
England and America the habit of using cheques is so widespread 
that a rich man never has any money on him or in his house. There 

^ To lessen the risk involved in taking deposits, most banks grant a higlier rate o! 
interest to depositors who are prepared to deposit their money for a certain mininmin 
period — six or twelve months, or even five years. 

On the day when war was declared in 191tf tbe government thought it was its duty 
to decree a moraioriumy or a postponement of repayment. This measure was intended 
to prevent a panic, but it was an unfortunate step to take, for it risked destroying 
credit in order to save the banks. Moreover, the banks would have stood the shock 
well enough, and there would have been no panic. 
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is an oft-repeated anecdote that relates how some robbers plundered 
a millionaire, and were balked by finding on him only £7 cents, be- 
sides the inevitable cheque-book. 

In France, however, though cheques are freely employed in busi- 
ness, they are very little used to-day in the payment of everyday 
expenses, and the efforts made to educate the public in this respect, 
especially since the war, have not yet had any considerable effect. - 

The reason for this is that cheques certainly have their drawbacks, 
though these are easily remedied. 

(1) To begin with, anyone who receives a cheque has to take the 
trouble to go to the bank to cash it, and is it not natural that he should 
prefer to be paid directly by his debtor? That is certainly the case 
in France, and it is one of the chief obstacles to the extension of the 
cheque system. But it is not the case in a country where everyone 
has a current account at a bank — - the man who receives a cheque 
as well as the man who sends it. In this case the creditor or trades- 
man who receives a cheque does not take the trouble to cash it, but 
sends it to his bank, which imdertakes to cash it and to place the 
amount to the customer’s credit. 

(£) Secondly, a cheque may be lost or stolen. That, indeed, is a 
risk it shares with the bank-note, but there is a means of guarding 
against it which is not possible in the case of the bank-note. This is 
the method of the crossed cheque — a cheque having two parallel 
lines drawn obliquely across it. Not only can this cheque be paid 
only at a bank, like all cheques, but the money can only he received by 
a hanker — by the banker who is expressly named between the lines 
of the crossing; or, if the drawer has not inserted his name, then the 
creditor who receives the cheque will insert the name of his own 
banker; but, however it is done, the cheque can only be presented 
to the debtor bank by another bank. Now the curious thing is that 
the banker whose name appears on the cheque never receives the 
amount of it in money; he always uses it in settling his accounts with 
his fellow-bankers. The crossed cheque, therefore, can only be used 
for payments by the method of compensation. So it has been humor- 
ously defined as a cheque that is intended never to be paid. A Ger- 
man law of 1908 even allows the drawer absolutely to forbid the 
payment of a cheque in cash, by marking it “payable by compen- 
sation,” or “to be carried to account.” The advantage of this 
kind of cheque is that it cannot be used by anyone except the banker 
whose name it bears : consequently it matters little if it be stolen or 
lost, for the wrongful owner would not know what to do with it — 
unless we suppose the thief to be in league with the banker who is 
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to receive tbe clieqiie, and that lie has the eSronterj to induce him 
to place it to his credit! But even in this case the fraud would be 
quickly discovered.^ 

(3) Lastly, and above all, there is the risk that the cheque may not 
be paid on presentation because the drawer has dishonestly neglected 
to deposit sufficient funds to meet it, or has withdrawn them, loefore 
the presentation of the cheque. 

What can be done to avert or mitigate this danger? The law 
punish as a fraud the act of drawing a cheque without having siifi'i- 
cieiitly provided loT it, as the legal term goes. That is what the 
legislator has decided to do in France, but only by the recent law of 
the ££nd June, 1917. The war, in fact, has made it imperatively 
necessary to try to reduce to a minimum the number of notes in 
circulation, and consequently to increase the use of cheques with 
that object.^ 

But what is particularly required is a standard of public morality 
sufficiently high for the act of remitting an uncovered cheque to be 
regarded as a dishonourable one, entirely discreditable to the Hian 
.who is guilty of it. That is why the extension of the cheque system 
in any country should be considered a mark of economic education 
and advanced public morality.® 

A good many conditions must be fulfilled, therefore, if the cheque 
system is to become universal in any country, but the one primary 
and essential condition is the habit of depositing money in the bank. 
In this case alone can the cheque bring about the economic revolution 
to which we have referred — namely, the ehmination of cash pay- 
ments. This revolution is already on the way in England a-iid 
America. All the bankers in these countries are debtors and credi- 
tors of each other for enormous sums, and so their London and New 
York agents have nothing to do but to balance their accounts. 
That is done every day wffien they meet together in the Clearing 
House, This is an institution of long standing in England, for it 
dates from 1778. Transactions are settled there, by the simple 

^ There is a tendency nowadays for cheques to take the place of bills of exchange. 
This is unfortunate, for it means the suppression of an admirable instrument of cred.it 
which enabled the manufacturer to renew his capital continually. 

2 [The mere drawing of a cheque without having provided for it does not appear to- 
be an offence in English law.] 

2 The extension of the cheque system among persons not given to reflexion may, 
however, become a dangerous stimulus to expenditure, for when any fancy can be 
gratified by the mere signing of a slip of paper it is easy to yield to the temptation. The 
sight of the money that is paid away is a restraining influence that is absent in this 
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metiiod of ■ compensation, wMch amounted before the war to nearly 
sixteen thousand miliion pounds a year, and in 19i0 to over S9 thou- 
sand miEions^ — more than a hundred millions a day. Metallic 
money, and even notes, appear only as an insignificant balance. 
It is plain that the value of all this paper money rests ultimately on 
a metallic basis. But every day this foundation becomes narrower 
and narrower, relatively to the enormous edifice of credit built upon 
it. It is, as has been said, like a growing pyramid standing on its 
apex, or a top revolving with dizzy speed on a motionless metal 
point, and in such conditions equilibrium seems terribly unstable. 
For once the top ceases to revolve, it faUs! 

IV. DISCOUNT 

When this capital has once been borrowed by the bank at a low 
rate, the next step is to turn it to account by lending it to the public. 

But how is this to be done? W'e have just seen that the banker 
cannot lend it for long periods, in the form of mortgages, for instance, 
or in financing industrial undertakings,^ for he must not forget that 
this capital is only deposited with him, and he may be compelled to 
refund it at a moment’s notice. Consequently he can lend it only 
for short periods, so that he is not deprived of it for long, but keeps 
it to some extent within reach and under his own eye. 

Can we find any loan transactions that fulfil these conditions? 
There is one that fulfils them admirably. When a merchant sells 
his goods, according to trade custom he allows the purchaser a 
certain amount of time in which to pay. If, therefore, he is in need 
of money before the time for payment arrives, he must have recourse 
to his banker. The latter advances him the sum due for his goods, 
deducting a small amount which constitutes his profit, and gets in 
return the merchant’s bill of exchange on the purchaser. The 
banker keeps this bill until the date when it falls due, and then col- 
lects it from the debtor. He thus recovers the capital which he has 
advanced. 

This transaction is called discounting. It is a form of loan, for it 
is obvious that the banker who, in exchange for a bill of exchange 
for £1000 payable in three months, advances £985 to the merchant 
while waiting to receive £1000 from the debtor when the bill falls 
due, is in reality lending his money for three months at the rate of 

^ [The figure given by the author is “over 28 thousand millions”; but this is too 
low — the actual total for 1920 was £89,018,903,000.] 

2 Cheques are not discounted, as they are payable at once, or after a short interval. 
Consequently the substitution of cheques for bills of exchange, to which we have 
already referred, would have the unfortunate effect of abolishing this credit operation. 
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6%, or even ratber more. These loans are always for short periods, 
for bills of exchange negotiated by bankers are not only payable as 
a rule in three months at the outside, but that period is a maxiniuiii 
one which is not often reached. Traders do not always need to 
negotiate their bills the very day after they have sold their goods; 
they may keep them for a time, and may not even need to negotiate 
them till just before they fal due. At the Bank of France, for 
instance, though the maximum legal period of delay is 90 days, in 
practice it is much less, and the average time during which bills re- 
main is scarcely more than three weeks. So it is only for a very short 
time that the banker is deprived of the money deposited with hliii, 
since every pound returns to the bank after a short interval 

It will be apparent that if demands for the repayment of deposits 
are spread over a period of three or four weeks, this will enable the 
banker' to be always in a position to meet them, owing to the return 
of the money he advances. Now it is very unlikely that demands 
for repayment of deposits will be as frequent as this, at any rate in 
normal circumstances. It would be difficult, therefore, to find a 
loan transaction that is better suited to the requirements of the 
deposit system. No doubt if all depositors conspired to claim their 
money on the same day the banker would be unable to meet their 
demands, for his money — or rather, their money — •would be trav- 
elling all over the world. It would certainl^^ not be slow in coming 
back, but there is always this difference between the capita! borrowed 
by the bank in the shape of deposits and that w'hich it lends by the 
method of discount, that the first can be claimed immediately, while 
the second can only be demanded after a certain lapse of time. And 
this difference may, at any given moment, involve the failure of the 
bank. 

It remains to be added that not only is discounting a convenient 
method of lending, but that it is also extremely safe, on account of 
the joint liability of all the cosignatories. In fact there is not 
merely a single debtor — the drawee, as he is called — but aiw'ays at 
least two, for in default of the drawee, the drawer is liable, More- 
over, if he passes the bill of exchange on to a third person, this person 
also becomes liable in case of non-payment. So the position is the 
same as if the debtor had as many sureties as there are holders of the 
bill, including the one who issued it. Consequently, the more a 
bill circulates the more signatures it bears — sometimes it needs an 
additional sheet of paper to take them — and the better is its value 
guaranteed.^ 

^ [A dozen lines dealing witb the procedure of the Bank of France .have been omitted 
from this section-] 
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V. THE FOREIGN EXCHANGES 

The word “exchanges,” which used to frighten examination can- 
didates, has become famihar to everybody since the war, as it has 
been so constantly heard. It may be defined as the art of settling 
debts between two countries vnthovi the use of Tnoney. 

The portfolios of all great banking houses, at least of those that 
transact business abroad, are crammed with bundles of bills of 
exchange and cheques payable in all the great financial centres of 
the world — London, New York, Milan, and so forth. They repre- 
sent values amounting to thousands of millions of pounds, and are 
the object of a very active trade. They go by the generic name of 
'paper. 

The bankers who own these things and deal in them are evidently 
only intermediaries or middlemen. We must ask, therefore, from 
whom they buy this commodity, this paper, and to whom they sell it. 

From whom do they buy it? From those who produce it — all 
those who from any cause are creditors of foreigners, but especially 
those English ■merchants who have sold goods abroad, and who, as a 
result of these sales, have drawn bills of exchange on their debtors 
in Paris or New York, or have received cheques on Paris or New 
York from them in payment. 

To whom do the bankers sell this paper? To all who need it — 
and there are plenty of them. This paper is eagerly sought after 
by all those who have payments to make in foreign countries, and 
especially by English merchants who have purchased goods abroad. 
Ihe reason is this: in law every claim is payable in the creditor’s 
country. Anyone, therefore, who has bought goods in America is 
obhged to send the amount of the pxuchase price in dollars to his 
creditor’s country which is not a convenient proceeding, nor even 
always a possible one, for the debtor may happen to be in a country 
where American money is not obtainable. But if he can mana<^e to 
procure paper payable in dollars on the exchange of the country 
where his creditor lives — biUs on New York — he wiU send that 
instead, and that will provide him with a more convenient and less 

costly way of paying his debt. This method is caUed making a 

remittance} ^ 


1 It win be easay understood that the debtor in need of a draft cannot always find 
one payable exactly where his debt is due, espeeiaUy hi the case of a place with wh^ch 
his country h^ few business relations - say Algiers, for instance. But such a slight 
hindrance ^11 not worry him. He wffl buy a draft on Paris, and send it to his It 
gerian “editor who will use it to pay for his purchases in France, or in any case will 
find no difficulty m getting it discounted. ^ ^ ^ 

This double exchange operation is called arhUrage. Its object is not only to facilitate 
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It seems as if this paper ought to be sold, or negotiated, at a price 
that is always equal to the sum of money that it represents. A bill 
of exchange or a cheque for £100 ought surely to be worth exactly 
£100 — neither more nor less. Yet this is not the case. It goes 
without saying, in the first place, that the degree of confidence that 
can be placed in the signature of the debtor, and the period of time 
that must elapse before the date of payment, may affect the value 
of the bill. But apart from these self-evident causes of variation, 
even supposing that the paper is perfectly reliable and payable at 
sight, still its value will vary from day to day according to changes 
in supply and demand, like the value of any other commodity. These 
variations constitute what is called the rate of exchange, which is 
quoted in the newspapers like the Stock Exchange quotations. 

It is easy to understand what is meant by supply and demand as 
applied to commercial securities. Suppose that our credits abroad, 
due either to our exports or to any other cause, amount to five hun- 
dred million pounds. Suppose, further, that our debts abroad, due 
to our imports, or our borrowings, or any other cause, amount to 
a thousand millions. In this case it is clear that there will not be 
enough paper for those who want it, since the total supply will not 
exceed five hundred millions. All those, therefore, who require 
these bills in order to pay their debts will bid against each other, 
and foreign bills will rise in value; that is to say, a bill for £1000 
payable at New York, Paris, or Berlin, instead of selling for £1000, 
will sell for, say, £1005. Such paper is, as the term goes, above par; 
it rises to a premium.} 

payment by compensation, as in the case just mentioned, nor is it only a resource for 
debtors in difficult circumstances. It constitutes a special and very profitable branch 
of commerce, which consists in buying exchange where it is cheap, so as to sell it again 
where it is dear. Arbitrage brokers spend their time at the telephone, enquiring for 
the rate of exchange between different places. 

Arbitrage has the interesting effect of extending facilities for payment by compen- 
sation to all countries. Which are the countries where paper on foreign places is 
dear? Those in which debts exceed credits, and which, therefore, can only settle 
their accounts by way of compensation. But by means of the paper that the ar- 
bitrage brokers try to procure abroad — and which they will obtain from places in 
the opposite situation, where the claims are greater than the debts, for only there 
will they find paper cheap — they will be able to restore the equilibrium and settle the 
whole of the country’s debts by compensation. And the result of this intercourse 
between all the markets is that paper on any country whatever sells everywhere at 
very much the same price. 

^ The calculation is really more complicated than this, because in most cases — 
in practically every case where England is concerned — the currencies of the debtor 
and creditor countries are different. We must first ascertain the par value of the for- 
eign money compared with the English pound — that is to say, its value according to 
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ConTexsely, if our credits abroad amount to a thousand million 
pounds, while our debts abroad are only five liundred millions, it is 
obvious that paper will be superabundant, since there w^ill be a thoU' 
sand millions of it available, and the payment of our debts will 
absorb only five hundred millions. Many bills, therefore, will find 
no purchasers and will only be able to be utilized by sending them 
abroad for collection. Hence the bankers will strive to get rid of 
them by selling them even below their face value. Thus a bill for 
£1000 on Paris will sell perhaps for £995: it will fall below par. 

Whenever in any country paper payable abroad is quoted above 
par, the exchanges are said to be unf avourable to that country . What 
is meant by this expression.? For it must be observed that if the 
rate of exchange is unfavourable to buyers, it must, conversely, be 
favourable to sellers. This is true; but what the term really means 
is that in these circumstances the rate of exchange indicates that the 
claims which this country has against foreign countries are not suffi- 
cient to counterbalance our debts abroad, and that consequently 
we shall have to send a certain amomit of money abroad to make up 
the difference. The rise of the rate of exchange, otherwise called 
dearness of paper payable abroad, is therefore an infallible pre- 
monitory sign of an export of coin, and it is for this reason that we 
speak of an ‘‘unfavourable exchange.’’ Conversely, whenever in this 
country foreign paper is quoted below par, the exchanges are said 
to be favourable. The process of reasoning in this case is just the 
same: a fall in the price of foreign exchange indicates that when all 
reckonings are made the balance of accounts will be to our credit, 
and we must therefore expect the arrival of coin from abroad. 

We must not, of course, attach too much importance to these 
words “favourable” and “unfavourable.” We know that for a 
nation to have to send money abroad or to receive it from other 
countries constitutes neither a great danger nor a great advantage, 
for its wealth does not depend on the amount of money it possesses. 
But from the bankers’ point of view this situation is of very great 
importance, for if money has to be sent abroad it is from their funds 
that it will be taken. All the premonitory signs, therefore, are of 
capital importance to bankers, who have their eyes constantly fixed 
on the rate of exchange. This rate is quoted in all the papers, 

tJae weight of gold it contains. Thus the franc is worth 9|d., the dollar 4s. 2d., the 
mark llfd., the rouble 2s. Ijd., and so forth. In exchange quotations a conventional 
wslt is taken, for the sake of simplicity: a pound in England, and 100 marks, or 100 
crowns, or 100 pesetas, as the case may be, in other countries. Then, by comparing 
the rate of exchange with the value of the monetary unit at par, we can see and meas- 
ore at a glance the extent of the deviation from the par value. (See below, p. 304.) 
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especially to-day when so much interest is taken in it. Exchange 
quotations may well take their place alongside of the weather report, 
and might even be represented graphically, like the meteorological 
observations, by a curve showing the variations in the rate. This 
would be very appropriate, since the exchanges are the barometer 
of finance. Like the actual barometer, they indicate rain and fine 
weather; but we must be careful to read them in the opposite direc- 
tion. When the barometer rises, it means fine weather, and when 
it falls, it means rain; but when the rate of exchange rises — that 
is to say, the price of bills payable abroad — it means bad weather, 
because it means that gold is going to leave the country. When, 
on the other hand, the exchanges are low, we may expect sunshine, 
for the gleam of gold is forecasted! 

It must be observed, however, that variations in the price of ex- 
change are confined to much narrower limits than those of ordinary 
goods. In normal times this price can never be quoted very much 
above or very much below par. 

Why, indeed, does a merchant who owes money abroad seek bills 
of exchange.?^ Simply-to save the expense of sending coin and chang- 
ing his money into foreign money. But it is very obvious that if 
the premium that he has to pay to obtain a bill is higher than the cost 
of sending and converting coin (which is not, on the whole, very great), 
he will have no reason for buying a bill. Moreover, the merchant 
who is a creditor of foreigners, or the banker who acts as his inter- 
mediary, only negotiates these bills of exchange so as to anticipate 
the date of payment. He will not consent to sell them at a price 
much lower than their real value, but will rather wait patiently until 
the debtor sends him the money, as he is bound to do. 

In short, then, since dealings in paper have no other object than 
to save the cost of transporting coin from one country to another, it 
will easily be understood that such dealings must lose all justi- 
fication as soon as they become more burdensome than the operation 
of sending coin — that is to say, as soon as the variations in the price 
of exchange, above or below par, exceed the cost of sending coin. 
Now this cost, even including insurance, is very small: conseciuently, 
fluctuations in the price of exchange are also very small. ^ 

The term gold point is given to the rate of exchange at which it 

^ At the same time, in the case of a very distant place, or one with which com- 
munication is not easy, the cost of sending specie becomes much greater, and vari- 
ations in the price of bills of exchange may also be much more marked. It is ckax 
that a merchant who had to make payments at Pekin or Khartoum would thiak 
nimself very lucky if he found bills on these places, even if he had to buy them much 
above their nominal value. But such cases are of little importance. 
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becomes more economical for a debtor to send coin than to buy bills 
of exchange. This gold point is very important to the banker, for it 
marlvs the moment at which the export of gold becomes profitable, 
and so he must expect this gold to be sought for at the bank, in the 
shape of demands for the payment of bank-notes.^ 

In normal times these variations are not only of slight extent but 
they also tend to correct themselves. In fact, as soon as bills on 
foreign countries are at a premium, the result is an extra profit for 
all who have them to sell — that is, for exporters. So this state 
of affairs is a great stimulus to exportation. But the increase in 
exports will result in a reversal of the balance of trade, making it 
favourable; and in this way equilibrium tends to be automatically 
restored, as we have already seen. If bills on foreign countries are 
below par, the same process takes place, but in the opposite direction. 

All this, however, is ancient history at the present moment, for 
since the war we have seen the rate of exchange fluctuating every- 
where in an extraordinary fashion, and without any tendency towards 
the restoration of equilibrium. Thus, at the moment of writing, the 
rate of exchange on Paris whose par value is 25f. to the pound, 
is quoted at 56f. 82|c.; exchange on Brussels, with the same par 
value, is quoted at 60f. 35c.; exchange on Italy (par value 9 . 5 , 
lire to the pound) is quoted at 10£f lire, and so forth. This means 
that bills on foreign countries are worth to-day in our money only a 
half or a quarter of their old value. And, conversely, since if one 
scale of a balance rises the other must fall just as far, it means that 
in Paris, Brussels, and Rome, the pound is worth about 45s., 50s., 
and 82s. respectively.® 

The causes of this phenomenon, which is upsetting international 
relations so profoundly, are numerous. Three of them are: 

(1) The depreciation of paper money, already described. This 
has been enormous in Russia, Austria, and Germany, and has also 
occurred, though to a smaller extent, in France, Italy, and Belgium. 

^ There are necessarily two gold points, corresponding, as it were, to the two poles: 
one above par, marking the moment when specie goes out, and one below par, marking 
its point of entry. 

® Exchange on the countries of Eastern and Central Europe (Germany, Austria, 
and Russia) is even more favourable to England, for the mark, the crown, and the 
rouble have fallen far lower than the franc and the lira. Thus 100 marks, which used 
to be worth nearly £5 at par, are quoted to-day at about 4d.; 100 Austrian crowns 
(par value £4. 3s. 4d.) are to-day worth about two-thirds of a penny; and the rouble, 
having lost all its value, is not even quoted at all- 

P?he examples and figures in this section differ from the author’s, as he naturally 
mses French exchange rates, which are less favourable than om‘s.] 
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„ (g) The disturbance of equilibrium in the balance of trade and the 
balance of indebtedness, as explained at the beginning of this section. 
One reason why the exchanges are so unfavourable to France and 
other countries is that their debts to foreign countries, and especially 
to the United States and England, have increased enormously, 
partly because of loans contracted to pay war expenses and partly 
owing to their imports of food stuffs and raw materials. 

(3) Speculation.^ Bank-notes are sought after by financiers hoping 
for a rise in the value of the franc or the mark, and thrown back on 
the market when they are afraid of a further fall. 

Why cannot equilibrium be restored to-day as in normal times? 
Because nearly all the means of settling these debts are wanting. 
France, for instance, cannot send gold, since she has not enough 
even to cover her enormous issue of bank-notes; nor can she send 
goods, for owing to the depletion of her stocks, and shortage of raw 
materials and labour, she can scarcely produce enough for home 
consumption, and certainly has no surplus for exportation. 

VI. BANK--NOTES 

The interest of a banker, like that of every other merchant, lies in 
increasing the extent of his transactions as far as possible. Twice 
as much business means twice as much profit. How, then, can a 
banker extend his operations? 

If he could create capital out of nothing, in the form of coin, in- 
stead of having to wait patiently until the public is willing to entrust 
it to him, this would certainly be a most advantageous proceeding 
so far as he is concerned. Indeed, since it was several centuries be- 
fore the public got into the habit of bringing their money for deposit, 
bankers conceived the ingenious idea of creating the capital they 
needed, without waiting for it, by issuing simple promises to pay 
— hank-notes. And experience has shown that the idea was a good 
one.^ It has succeeded admirably. 

In exchange for the commercial paper which is presented for 
discount, the banks can therefore give their notes instead of gold or 
silver. But it may seem surprising that the public should accept 
^ The main cause of exchange variations since the war has been the depreciation 
of paper money and the tmbridled speculation which has resulted from it. When the 
mark or the crown fluctuates by hundreds of points in the coui-se of a day, it be- 
comes a mere gambling instrument, like the roulette bail at Monte Carlo; men 
gamble on the chances of recovery or bankruptcy of the country in question. 

* This ingenious invention is attributed to Palmstruch, the founder of the Bank 
of Stockholm, in 1656. But the financier. Law, was the first to issue bank-notes on a 
large scale (1721), though his system ended in disaster. 
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this arrangemeat. Here, for instance, is a business man who comes 
to the bank to get a bill of exchange for £100 discounted, and he 
receives in return for it a bank-note for £100 — in other words, he 
simply receives another credit mstrument. ‘‘What use is this to 
me?’* he may ask; “I want money, not instruments of credit. If 
I only get credit in exchange for credit, I might just as well have 
kept the bill I had to start with!” But if he reflects a moment he 
will see that although the bank-note is only another credit instrument, 
like the bill of exchange, it yet represents an infinitely more conven- 
ient kind of credit, since it is equivalent to money. It is superior 
to other credit instruments, and especially to bills of exchange, for 
the following reasons : 

(1) It is iramferable to hearer, just like a piece of money, whereas 
a bill of exchange is subject to the formality and the liabilities of 
endorsement. 

(2) It is payable at sight — that is to say, at any time one pleases. 
This is proclaimed in black and white on every bank-note, even to- 
day, whereas commercial paper is payable only at a specified date. 

(3) It always remains payable, whereas other credit instruments 
lose that privilege after a certain period of time. 

(4) It is for a round sum, in agreement with the monetary system 
of the country — £5, £10, £20, £50, and so on — whereas other 
credit instruments, being the result of commercial transactions, 
generally have a fractional value. 

(5) It is issued and signed by a well-known bank, whose name is 
familiar to everybody, even to the general public who are ignorant 
of business matters, such as the Bank of England or the Bank of 
France, whereas the signatories to a bill of exchange are generally 
known only to those who have business relations with them. 

All these considerations lead the public to accept a bank-note as 
if it were ready money, since it can always be exchanged for money. 

It is true that the bank-note is inferior to the bill of exchange 
in one important respect — that it yields no interest. But even this 
is rather a mark of superiority, for if the bank-note yielded interest 
its value would fluctuate, like that of a bill of exchange, according 
to the nearness or distance of the date of payment. Now that is 
just what it must not do. A bank-note is not capital, as long as it 
is in circulation: it is money. What is important, therefore, is that 
its value should be as invariable as that of money. 

But if the fact that a bank-note yields no interest is no drawback 
to the holder of it, it is a very great advantage to the bank. For it 
can thus obtain capital on far more advantageous terms than in the 
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form of ordinary loans or even deposits, since these generally cost 
1% or 2%, as we have seen, whereas the bank-note costs nothing 
but the expense of manufacture, which is veiy slight. 

At the same time, if the issue of bank-notes is of great benefit to 
the banks, it goes without saying that it may also give rise to serious 
dangers. In fact, the amount of notes in circulation, which may 
at any moment be presented for payment, represents a debt that is 
payable on demand, just like a deposit. Consequently, the bank is 
exposed to a twofold peril: it may be called upon at the same time to 
repay its deposits and to repay its notes. 

If the necessity for a cash reserve exists even when the bank has 
to meet only the demand for the repayment of its deposits, it is 
still more urgent when it adds the debt resulting from its note cir- 
culation to that which results from its deposits payable on demand. 
Hence we can understand why the law of several countries compels 
banks, when they wish to issue notes, to keep always a certain re- 
serve.^ When there is no such law, prudence enjoins the same thing. 

VII. DIFFERENCES BETWEEN BANK-NOTES AND 
PAPER MONEY 

In an earlier chapter (Book II, Chapter IV) we studied paper 
money and explained why and within what limits it can take the 
place of metallic money. 

Paper money properly so called is paper which not only has no 
specie behind it, but which does not represent any promise to pay, 
at least at any definite date. It is generally issued by a State for 
the simple reason that it has no other resources, so in these circum- 
stances it cannot make any promise to pay it back in gold or silver. 
It is as well to confine the name “paper money” to this kind of cur- 
rency.^ 

Upon what, then, does its value depend, since it rests neither on a 
metallic basis nor on credit.^ Simply on the currency conferred upon 
it by law — on the fact that it performs the functions of money, 
and that there is no other money to take its place, so that it cannot 
be dispensed with. 

This kind of paper money is current in many countries in the form 

1 See Section IX, below. 

® [The French language draws a convenient distinction, which English does not, 
between monnaie de papier and papier^monnaie, the latter being the kind described 
in this paragraph. We might distinguish the two kinds as convertible and inconvertible 
paper money respectively.] 
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of Go¥ei‘nment or Treasury notes, and the war gave birth to many 
varieties of it. 

The bank-note, when issued in normal circumstances, differs from 
paper money in three particulars: 

(а) The bank-note is always repayable — always convertible into 
gold or silver at the pleasure of the bearer, whereas paper money is 
not. The latter has all the appearance of a promise to pay a certain 
sum, and as a matter of fact we may hope that the State will one day 
be more fortunately situated and able to cash its notes; but this 
more or less distant prospect can scarcely affect those who receive 
the notes, for they have no intention of keeping them till then. 

(б) Bank-notes are issued in the course of commercial transactions^ 
and only to the extent required *by these transactions, generally for 
a value equal to that of the bills of exchange presented for discount; 
whereas paper money is issued by the government for the purpose 
of meeting its expenses, and hence its issue has no other limits and 
no other check than the financial necessities of the moment. 

(c) Lastly, as their name indicates, bank-notes are issued by a 
bank — that is to say, by a private undertaking whose main object 
is to carry on commercial operations and whose principal care is to 
safeguard its credit. Paper money, on the other hand, is always 
issued by the State, and even if the State cares for the public interest 
it does not always find that a sujSScient check. 

But if such are the normal characteristics of bank-notes so long 
as they remain "‘fiduciary money,” they may happen, in exceptional 
circumstances, to assume the character of paper money, properly so 
called. 

Bank-notes may belong to the category of representative money, 
if the reserve fund that guarantees them is equal to the value of the 
notes issued. This occurred in France ten years ago, and in England 
it is the rule. There the amount of notes issued may only exceed 
the amount of the metallic reserve by a relatively small margin, 
which is itself covered by safe securities; and this rule was kept 
even during the war. 

But, on the other hand, the bank-note may enter the category of 
conventional paper money — paper money properly so called. We 
must distinguish several phases in this unfortunate transformation. 

It may happen, to begin with, that the bank-note acquires forced 
circulation, which means that it ceases to be convertible, at any rate 
for a time. This has happened very often, in times of crisis, to the 
notes of nearly all the great banks. Care must be taken not to con- 
fuse legal tender with forced circulation. A note is legal tender 
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when creditors or sellers cannot refuse to accept it in payment. It has 
forced circulation when the holder cannot demand its repayment in 
money at the bank. Forced circulation always presupposes legal 
tender, but the converse is not by any means true. Bank-notes 
have always been legal tender in France, but they had no forced 
circulation until the war. Everyone was bound to accept them, 
but everyone could have them converted into gold at the Bank of 
France, just as he pleased. To-day forced circulation is the rule in 
almost every country except England. 

At the same time, even in the case of forced circulation, there 
still remain the two other differences between bank-notes and paper 
money that we have just indicated, and especially the second one: 
namely, that the quantity issued is not indefinite and arbitrarily 
fixed, but is regulated by the needs of trade. This is a very impor- 
tant source of security. 

But it is possible that this guarantee may also disappear — the 
bank-note may not only acquire forced circulation, but may be 
issued with the sole object of making advances to the State to en- 
able it to pay its expenses, instead of being issued in the course of 
commercial transactions. Such is the position in many countries 
to-day. The governments, being in need of money, say to the 
banks: ‘‘Make us notes for as many millions as we shall choose, and 
lend them to us, and we will exempt you from the obligation to repay 
them by giving them forced circulation.’’ In this case the issue of 
notes has no other limit than the needs of the State, and so the bank- 
note, it must be confessed, bears a strong resemblance to paper 
money. 

Yet, even then, it differs from true paper money or State notes, 
and the difference lies in the personality of the issuer. This by itself 
is enough to make the bank-note much less liable to depreciation than 
true paper money. Experience has proved this so abundantly 
that States have generally given up the direct issue of paper money 
and have had recourse to the banks instead. The public, indeed, 
thinks that the banks will resist as long as possible any excessive 
issue that is urged upon them, for that means ruin for them, and it 
believes (not, alas, without reason) that the solicitude of a financial 
company that has to look after its own interests, is more watchful 
and tenacious than that of a government or finance minister who has 
only the public interest to consider. 

Since the bank-note is the equivalent of money, its superabundance 
has the same effect on prices as a superabundance of metallic money 
(see above, p. 199). That is the phenomenon visible to-day through- 
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out the world, and known as inflation. No doubt it would be in- 
correct to regard the unlimited issue of bank-notes as the sole cause 
of the enormous rise in prices, for there are many other causes. Yet 
if we draw the curves of prices and note issue, they will be found to 
run almost parallel. The public attributes the rise simply to the 
scarcity of products and the diflSculties of transport, which is true 
enough in itself, and fails to perceive the hidden cause — the de- 
preciation of paper money — particularly since governments strive 
to conceal or to deny it, so as to keep the credit of the note intact. 
Nevertheless it becomes difficult to hide this cause when the rise in 
prices gets beyond a certain point. 

Inflation, then, appears as the gravest evil from which Europe is 
suffering, and all financiers, statesmen, and economists are striving 
to find a remedy for it. It seems a very simple matter: surely you 
have only to bring down the number of notes in circulation to its 
pre-war figure.^ But to destroy the millions of notes issued in excess 
would mean that the banks would first have to repay them, and that 
would involve the repayment by the States of the millions they have 
borrowed from the banks. Of course they have expressly promised 
to do this as speedily as possible, but they need so many millions for 
other purposes — if only, as in France, for the restoration of the 
devastated regions — that it is doubtful whether much will remain 
to repay the banks.^ 

Moreover, even if this repayment were feasible it would be very 
dangerous, for this sudden rarefaction or deflation of money would 
cause a fall in prices and a terrible crisis. It could only be accom- 
plished by degrees. 

Vm. RAISING THE RATE OP DISCOUNT 

There is a case in which banks run the risk of having to pay a great 
quantity of their notes. This is when it is necessary to make heavy 
payments abroad. As these payments cannot be made in notes, 
but only in coin, the debtors have to appeal to the Bank to convert 
their notes into cash. 

If, in consequence of a bad harvest, we have to buy a couple of mil- 
lion tons of wheat abroad, that means that a sum of, say, £40,000,000 
must be sent to America, and the Bank must reckon on the greater 

^ fSo far as repayment to the banks is concerned, this paragraph applies in par- 
ticular to France. The position in England is different, since here the State itself 
has undertaken the issue of currency notes instead of delegating it to the Bank of 
England. But the evil effects of inflation are of course the same in either case.] 
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part, if not the whole, of this sum being drawn from its supplies. 
The vaults of the Bank, as we have seen, are the reservoir in which 
most of the floating capital of the country comes to be accumulated 
in the form of coin, and the only one that can be drawn upon in 
case of emergency. That is a situation that may become dangerous 
to the Bank if its reserve, and especially its gold reserve, is not very 
large. Fortunately it receives early warning of the situation by an 
even surer indication than the barometer gives to the sailor — 
namely, the rise of the rate of exchange to the critical point, the 
gold point (see p. 304). If, in fact, the exchanges become unfavour- 
able — if foreign paper is negotiated above par — the Bank must 
draw the conclusion that debtors having payments to make abroad 
are too numerous, much more numerous than those who have pay- 
ments to receive, and that consequently, since everything cannot be 
settled by the method of compensation, the balance must be sent 
abroad in cash. 

Even without supposing a rise in the rate of exchange, the pro- 
gressive increase in the amount of commercial paper, coinciding with 
a decrease in the amount of the cash reserve, indicates a disquieting 
situation. 

When the danger is thus foreseen, the Bank proceeds to take pre- 
cautionary measures. To guard against the contingency of having 
to make too heavy payments it must take the necessary steps either 
to increase its cash reserve or to diminish the number of its notes in 
circulation. 

It is not exactly in the power of the Bank to increase its cash re- 
serve, but it does rest with it to put no more notes into circulation 
— that is to say, to make no mpre loans to the public, either in the 
form of advances or in the form of discount; and since it is by these 
two operations that the bank puts its notes into circulation, it is 
plain that its object will be perfectly attained by this means. For, 
on the one hand, when the issue of notes is stopped, the quantity 
already in circulation will no longer increase; and, on the other 
hand, as the commercial bills in the Bank’s portfolio successively 
fall due, they bring back to the Bank every day a considerable quan- 
tity either of notes (thus diminishing the number in circulation) 
or of coin (thus increasing the reserve). 

The quantity of notes in circulation may be compared to a stream 
of water in a set of pipes, entering by one tap and issuing by another, 
so that it is constantly renewed. The flow of notes enters into cir- 
culation by being issued by the method of discount, and, having 
circulated, enters the bank again in the form of collections and de- 


BANKS 


$ 1 % 

posits. Now if the bank turns off, the issue’’ tap and leaves the 
other one opens obviously the circulation will soon dry up com- 
pletely.^ 

Nevertheless, the complete cessation of all advances and of all 
discounting business that we have just supposed, would be too strin- 
gent a measure. It would provoke a terrible crisis in the country by 
suppressing all business operations and all profits. But the Bank 
may bring about the same result in a less violent manner by merely 
restricting the amount of its advances and its discount business. 
To accomplish this it is sufficient either to raise the rate of discount, 
or to be more particular about accepting paper that is offered for 
discount, especially by refusing bills whose date of payment is too 
distant, or that bear signatures which do not seem sufficiently re- 
liable. 

Undoubtedly such a measure, even when applied with moderation, 
is scarcely agreeable to business men — and the less so because it 
makes it harder for them to obtain cash at the very moment when 
they need it most. The method has even been accused of provoking 
crises, and we can readily believe it. It is a heroic remedy, but for 
that very reason it is the right one in the circumstances, and a pru- 
dent bank must not hesitate to resort to it to defend its reserve. 
Its efficacy has been abundantly proved by experience. 

Not only, moreover, does this method have happy results for the 
bank, by warding off the blow that threatens it, but it has beneficial 
effects on the country itself by modifymg its economic situation in 
a favourable direction. Suppose that this country is threatened 
with having to make large payments abroad. A rise in the rate of 

^ Suppose, for example, that the Bank has on hand a million pounds’ worth of 
commerciai paper, that it has a cash reserve of a million pounds, and that it has notes 
in circulation to the value of two million pounds. 

In these circumstances it is evident that if, as the result of a panic of some sort, all 
the holders of notes came to the Bank and demanded their immediate redemption in 
specie, the Bank would be unable to comply. But as soon as the Bank has reason to 
fear such an eventuality, all it will have to do is to cease discounting bills. This is 
what will happen then: the bills of exchange in the Bank’s portfolio fail due one after 
the other, so that the sum of a million pounds returns in ninety days at the outside, 
and on an average much sooner than this (see p. 299). What will the situation have 
become by that time? If this million has been paid in cash, the bank will now have 
two millions in cash, which is just the amoimt of its notes in circulation. There is 
therefore no cause for alarm. If the million has been paid in notes, that leaves only 
a million notes in circulation, which is just the amount of the cash reserve; so there is 
still no cause for alarm. If the million has been paid half in cash and half in notes, 
then the Bank will haf e £1,500,000 in its cash reserve, and the same amount of notes 
in circulation, and in this case too there is nothing to fear. It is the same with any 
other imaginable combination of circumstances. 
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discount, effected at the right time, reverses the situation by making 
the country a creditor of foreign countries for considerable sums, and 
thus gives rise to an influx of money from abroad, or at least prevents 
the outflow of its own supply of money. 

What takes place, in fact, is this. The first result of a rise in the 
rate of discount is a depreciation of all commercial paper, A bill of 
exchange for £100 which sold for £97^ when the rate was 3%, will 
only be negotiated for £93 when the rate has risen to 7%. This is 
a depreciation of more than 4%. Henceforth the bankers of all 
countries, and especially those who transact arbitrage business,^ 
will not fail to purchase this paper here, because it can be bought 
I here at a low price. They will thus become our debtors to the ex- 

tent of the sums they devote to these purchases. 

The second result is the depreciation of all stock exchange securities. 
Every financier knows that the stock exchange is greatly affected 
by the rate of discount, and that a rise in the rate almost always en- 
tails a fall in the value of stocks. This is because stock exchange 
securities — especially those that are called international because 
they are quoted on the principal stock exchanges of Europe — are 
often employed by business men, or at least by bankers, in place of 
commercial paper, ^ to pay their debts abroad. As soon as they see 
j that they cannot get money for their commercial paper, or that they 

I can only do so at a heavy loss, they prefer to get funds by selling 

j whatever stocks or securities they possess. Hence these also fall 

in value, following the movement of commercial paper. But just 
I as the fall in the value of paper attracted the demand of foreign 

bankers, so the fall in the value of stock exchange securities gives 
J rise to increased purchases of them by foreign capitalists, and thus 

the country becomes the creditor of foreign nations to the extent of 
the considerable sums they devote to these purchases. 

Finally, if the rise in the rate of discount is great and suiEciently 
prolonged, it will produce a third result — a fall in the price of all 
commodities. We have just said that business men in need of money 
begin to obtain it by negotiating their commercial paper, and that 

1 To make the problem simpler, we assume that the discount is calculated for a 
! period of one year. 

® See above, p. 300. 

i ® If you have a payment to make in Paris, for example, the simplest plan, no doubt, 

is to obtain commercial paper payable in Paris; but you can equally well use Italian 
Debt coupons, Lombard Railway debentures, Ottoman Bank bonds, Transvaal or 
Rio Tinto mining shares, and so forth, which are also payable in Paris. These things 
constitute a real international money and are continually used in that capacity (we 
are speaking, of course, from a pre-war point of view). 
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if this resource fails or becomes too costly, they fall back on any stock 
excliange securities that they may possess. But finally, if they have 
come to the end of their resources, they must, in order to get money, 
sell or “realize’’ the goods they have in stock. Hence arises a gen- 
eral fall in prices. But this fall, again, produces the same effects, 
and on a larger scale — that is to say, it stimulates purchases from 
abroad, and thereby increases our exports and makes us a creditor of 
foreign countries. 

All these effects can be summed up by saying that a rise in the 
rate of discount creates an artificial scarcity of money, ^ and thereby 
^produces a general fall in values of all kinds. This is undoubtedly 
an evil. But it also gives rise, as a consequence, to considerable 
demand from abroad and consequently to the importation of money. 
This is a good thing, and precisely the remedy that fits the situation. 

It must not be thought that the war, although the most terrible 
of crises, caused an enormous rise in the rate of discount. For it 
must not be forgotten that the banks of all countries are suflSciently 
secured by their exemption from liability to cash their notes, as well 
as by the embargo on the export of gold. They have no need, there- 
fore, to safeguard their reserves by having recourse to the defensive 
measure of raising the rate of discount. However, a rise in that 
rate would have had the good effect of diminishing inflation, and 
thereby indirectly diminishing the rise of prices, and it is a pity that 
the banks did not apply the brake more strongly. 

IX. THE ORGANIZATION OF BANKS 

The question of the freedom of banks, as it is called, used to hold 
an important place in treatises on political economy. It includes two 
different questions, and it is important that these should not be 
confused. 

1. Monopoly or Competition 

The first question is this: Is it better to have only one bank en- 
dowed with the privilege of issuing notes, or to leave this power to 
be exercised by all banks under certain conditions,? 

On this point there is scarcely any discussion now. If free com- 
petition can render great services in the case of goods, it is different 
in the case of the issue of national money, which is what bank- 

^ We call this scarcity artificial^ but it corresponds all the same to a reality, or at 
least to a contingency that tends to be realized, namely, the flight of money to foreign 
countries. The evil is cured by a similar evil: it is the method of the homoeopathic 
school of medicine — dmilia dmilibut. 
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notes are. It even seems as if this function ought to be a privilege 
reserved for a State bank, just like the right of coming money. So 
the general tendency is to confine the privilege of issuing notes, 
if not to a State bank in the strict sense of the term/ at ail events to 
a bank which is placed under State control, like the Bank of France. 

Even when the monopoly of issuing notes is not legally established, 
and when the right of issue is assigned to several banks, as in the 
United States and even in England, there is a tendency towards 
monopoly in actual practice. Although the right of issue is still 
exercised in the United States by more than 7,000 local banks (which 
are none the less called national hanks) y it has been confined in prac- 
tice, since 1913, to twelve great federal banks. In England, when 
the banks that have kept the right of issue cease to exist — for banks 
are not immortal, any more than men — or when for any reason 
they give up their right of issue, they are not replaced, and the Bank 
of England succeeds to their privilege.^ 

As may well be imagined, this tendency towards monopoly is 
not regarded with favour by economists of the liberal school, espe- 
cially if the monopoly is exercised by a State bank, properly so called. 
If it were merely a question of the issue of notes, if the State bank 
were to be simply a factory for manufacturing notes, like a mint, 
then they would readily accept it. But the socialist or radical- 
socialist advocates of State banks have no intention of reducing them 
to the position of mere ofl&ces for the issue of notes. They want to 
‘‘go the whole hog.” They want State banks for the very purpose 
of fighting against what they call the financial oligarchy. They 
want them to have a cash reserve to be used as a State war chest, 
and with the power over the whole movement of business that is 
given by the right to fix the rate of discount. So here again we 
meet with the well-known arguments against the unsuitability of the 
State for the exercise of industrial functions, and especially of the 
very delicate function of a controller of credit. 

What the opponents of State banks say is this: 

(1) That a State bank would necessarily bring political consider- 
ations into its business, far more than commercial ones, and that it 
would never refuse to discount the paper of influential friends of the 
government but would often refuse that of its opponents. 

^ A “private*' bank is one whose capital is provided entirely by shareholders, and 
which therefore belongs to them and is governed by them. If, on the contrary, a 
part or the whole of the capital is provided by the State, the bank is partly or wholly 
a State bank. 

* [See footnote to p. below.] 
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(2) Tliat it would be forced to get credit with the pubEc by fi- 
uanciug all movements of social reform. 

(8) That it would never be able to refuse to lend to the State, 
and that consequently it would be at the mercy of the State, and 
induced to make ill-advised note issues ending in the depreciation 
of the note. 

(4) That if the State and the bank were one, the credit of the State 
would be far from benefiting the credit of the bank. On the con- 
trary, in times of crisis, the credit of the bank would suffer from the 
shock to the State. 

(5) Lastly, that in case of an unsuccessful war, the victor, who has 
hitherto respected private banks,^ would have no reason to respect 
a State bank and would regard it as lawful prize. 

If the monopoly is entrusted to a 'private bank, as is the case in 
England and France, these arguments do not apply, even if the bank 
is controlled by the State. But the Eberal school has certain criti- 
cisms to make against this system as well. The monopoly of one 
bank, even if it is confined to the issue of notes, puts the competing 
banks, in fact, into a position of unfair inequality, for it confers upon 
the note-issuing bank the right of discounting bills with notes that 
cost nothing. Thus in France the monopoly of note-issue has given 
the Bank of France such pre-eminence that it has made all other 
banks its vassals. The Bank of France is congratulated on having 
always kept its rate of discount at a more moderate level than other 
banks. But there is no great merit in that, since the discounting is 
done with notes that cost the Bank nothing but the cost of paper and 
engraving. 

This is true — so runs the reply of the advocates of monopoly, 
— but the Bank of France renders a great service to the other banks 
in freeing them from the duty of keeping any cash. For these banks, 
instead of keeping a supply of idle money, procure it from the Bank 
of France when they need it, and so the Bank of France acts as their 
treasurer. It is the banker’s bank.^ And it needs an enormous 
reserve to enable it to play this part. This leaves it only a small 
margin for the issue of notes, and therefore for any exceptional profit, 
especially if we take into account the numerous charges imposed by 
the State as the price of this privilege. Moreover, the right of 
issuing notes arouses little jealousy abroad, as is shown by the fact 

^ Thus Germany respected the branch offices of the Bank of France during the 
war of 1870-71. 

* [The Bank of England holds a similar position in relation to the other English 
banks.] 
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that many banks in Germany and England that still enjoy the privi- 
lege, are voluntarily abandoning it. 

To sum up, then, the monopoly of note issue conferred upon a 
single bank — a private bank, but under State control — seems to 
be the best solution, at any rate in practice. This ideal is realized 
in the organization of the Bank of France, which has been put to the 
proof for a hundred years and has come triumphantly through many 
political and economic crises. 

£. Regulation or Freedom of Issue 

Here we have a different question. The freedom of banks, in the 
sense of free competition between them, is one thing; freedom in the 
sense of freedom to issue notes at their own discretion is another. 
Not only does the first not necessarily imply the second, but we might 
even say that where freedom of competition exists among banks the 
regulation of their note issues is most stringent — as we shall see in 
the case of the United States — and where monopoly is most com- 
pletely realized the control of note issues is the lightest, as we shall 
see in the case of France. This apparent contradiction is easily 
explained, for it is obvious that the greater the number of note- 
issuing banks the more dangerous it is to give them a loose rein. 

In the palmy days of the liberal doctrine — that is to say, in the 
middle of the nineteenth century — it was an admitted principle 
that all legal regulation of issue was useless because freedom, here 
as elsewhere, was perfectly sufficient. That is what is called the 
hanking principUy as distinguished from the currency principle, to 
be considered shortly, according to which the circulation of notes 
should be determined entirely by the quantity of cash held by the 
bank. The contest between these two principles is famous in eco- 
nomic history, and occupied a large place among the controversies of 
the first half of the nineteenth century. 

Let us examine the thesis of the banking principle — that of 
freedom of issue. What is the danger to be feared from laisser 
faire? An excessive issue of notes? This danger is imaginary, it is 
said; the mere play of economic laws will confine the issue within 
reasonable limits, even if the banks wish to exceed them, for the fol- 
lowing reasons: 

(1) To begin with, bank-notes are only issued in the course of 
banking operations — that is to say, in discounting and making ad- 
vances on securities. If a bank-note, therefore, is to enter into cir- 
culation, it is not enough for the bank to wish it to do so : there must 
also be someone disposed to borrow. So it is the needs of the public 
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and not by any means the desires of the bank that control the issue 
of notes. The quantity of notes that a bank will issue will depend on 
ike amount of commercial paper offered for discount, and the amount 
of this paper will itself depend on the state of business. 

(£) Secondly, bank-notes only enter into circulation for a short 
time; they return to the bank a few weeks after they have been issued. 
Here is a note for £l00 issued in exchange for a bill of exchange. 
But in a few weeks — in 90 days at the outside, when the bank 
collects the bill, the £100 note will return. It will not be the same 
note, but what does that matter? As many as go out, just so many 
come back. 

‘‘What the flood took, returns upon the ebb.” 

(3) Finally, even admitting that the bank can issue an excessive 
quantity of notes, it would be impossible for it to keep them in cir- 
culation, for if notes are issued in too abundant quantities they will 
necessarily depreciate, and as soon as they depreciate, to however 
slight an extent, the holders will hasten to bring them hack to the bank 
to demand payment. It would be useless, therefore, for the bank to 
try to flood the public with notes, for it could never succeed, but 
would instead be flooded with them itself. 

This is one of those arguments that are incontestable in theory but 
dangerous when applied in actual practice. 

It is true that the quantity of notes issued depends on the demand 
of business men and not on the will of the bank. It must be observed, 
however, that if an unscrupulous bank aims only at attracting cus- 
tomers, it can always, if it lowers its rate of discount suflSciently, 
imprudently increase the number of its customers by taking them 
away from other banks, and thus increase also the amount of its 
note issue. 

Again, it is true that the notes issued in excessive quantities by 
this imprudent bank will return for payment as soon as they become 
depreciated. But depreciation does not make itself felt instantane- 
ously: it will not be felt for several weeks, perhaps. And if during 
this time the bank has continued to throw into circulation an ex- 
cessive number of notes, when they at length return it will be too 
late. The bank will no longer be in a position to pay them, and will 
be drowned by the returning tide that we spoke of before. It is 
true that the bank will be the first to be punished for its imprudence 
by insolvency. But what is the use of that? Our business should 
be to prevent the crisis and not to punish the authors of it. 

Absolute freedom of issue assumes, therefore, as a preliminary 
condition, that banks should be prudent. And if this prudence 
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can be counted on in the case of a single great bank that has proved 
itself, it would be unwise to take it for granted as applying to all 
banks. 

That is why the system of absolute freedom, without any regulation 
as to the issue of notes, is not in force anywhere. 

The systems of regulation that have been employed in different 
countries may be classed under four heads: 

(1) Limitation of the amount of notes in circulation to the amount 
of the reserve. In this case the bank-note becomes merely repre- 
sentative money to take the place of gold. It offers complete se- 
curity, but, on the other hand, it has scarcely any utility, except 
that of taking up less room in the pocket than gold and saving the 
wear and tear of metallic coin. The bank thus ceases to be a credit 
establishment: it is no longer a bank, but simply a strong-room — 
a mere treasury that serves for making payments and keeping a 
reserve of money for contingencies. Consequently this system is 
not applied anywhere in its full rigour, and we only mention it for 
logical completeness. 

(^) The second process consists in fixing either a certain margin 
or a certain ratio between the amount of the reserve and that of the notes 
in circulation, 

A margin — that is to say, the difference between the reserve 
and the circulation, or the uncovered balance, as it is called — is 
fixed ne varietur. This is the rule adopted for the Bank of England, 
as we shall see later. 

A ratio, or fixed proportion established once for all, is generally 
one-third. But it is purely empirical, and the figure varies in differ- 
ent countries. 

The system of the ratio is somewhat more elastic than that of the 
margin. But they both lead to the same result : at a certain moment 
they make all discounting and even all payment of notes impossible, 
and consequently create the danger that they seek to prevent. 
Suppose the reserve stands at five millions and the number of notes 
at fifteen millions: the bank is just within the prescribed limits. 
But at this point it cannot pay a single note more without causing 
its reserve to fall below one-third of the amount of notes — for 4 
is not a third of 14. So the rule has to be suspended, even under this 
system. 

(3) The third method consists in simply fixing a maximum for the 
issue of notes, without fixing any minimum for the reserve. This is 
the system that is applied to the Bank of France. The maximum was 
fixed before the war at 6,800 million francs (say ££70,000,000). 
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But tliere is no fixed minimum for the reserve, even in normal times. 
Although all examination candidates persist in declaring that the 
reserve has to be one-third of the amount of notes, this is not the 
case at ail, and the Bank might allow its reserve to fall to zero. To 
tell the truth, there is some excuse for disbelieving in the existence of 
such a system. For it is obvious that a maximum note issue is ab- 
solutely useless as a guarantee of payment of the notes if no mini- 
mum is fixed for the reserve. It must be acknowledged, however, 
that notwithstanding this paradoxical system — a maximum for 
note issues, but no minimum for the reserve — the Bank of France 
in normal times has always had the prudence to keep its reserve 
at an excessively large ratio to its circulation rather than otherwise, 
and this fact is obviously the strongest argument that can be ad- 
duced in favour of the principle of freedom — the banking principle. 

(4) A fourth system consists in obliging the banks to secure their 
note issues by means of reliable iustruments of value^ representing a 
value at least equal to that of the notes. 

If the securities chosen to serve as guarantees are government 
bonds, as was the rule in the United States until 1918, this is a bad 
system, for it is not in the power of a bank to realize them imme- 
diately. But if these safe securities that have to serve as cover for 
the bank-notes might be bills of exchange — that is to say, short- 
dated securities, — as is now permitted by the American law of 
1918, then these might be regarded as a real guarantee, though in- 
sufficient in themselves. It should be observed, however, that such 
a condition is not, properly speaking, a method of regulation: it 
is merely a return to the system of freedom, for the characteristic 
feature of the banking principle, as we have just said, is simply that 
the issue of notes is sufficiently regulated by the discounting of bills 
of exchange. 

To sum up, it must not be hoped that any conceivable system can 
absolutely guarantee the payment of notes. Banks, indeed, are and 
must be credit institutions. If we wish to use credit we must put 
up with its inconveniences: to try to combine the advantages of 
credit with those of ready money is like trying to square the circle, 
for the one excludes the other. 

At the same time there is reason to think that a bank that occupies 
a unique position in the coimtry, strong in its traditions and its 
majesty, and realizing its responsibility, will use all necessary pru- 
dence in the issue of its notes. Experience has confirmed this view 
in the case of most of the great banks, and especially in the case of 
the Bank of France, whose organization has been put to the proof 
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for more tlian a century and lias come triumphantly through many 
political and economic storms. It seems, then, if we rely on the 
teaching of experience, that the best solution is a monopoly of note 
issue entrusted to a private bank, under State control, but with the 
minimum of regulation. 

X. THE GREAT BANKS OF ISSUE 

We cannot examine the banks of issue of every country (see my 
Political Economy), but we cannot neglect to study the working 
of the two that support the whole edifice of credit in France and 
England. 

1. The Bank of France^ 

The Bank of France is a century younger than its great sister, the 
Bank of England, having been born on the 13th February, 1800. 
It was created by Napoleon, and remains, along with the Civil Code, 
the greatest of the civil monuments he has left. 

The Bank of France is not a State bank, as is sometimes thought. 
It is a private bank, constituted, like every joint-stock company, with 
capital provided by the shareholders, and governed by a board of 
directors elected by the shareholders. Since 1806, however, its 
independence has been seriously impaired by the nomination by 
the State of its governor and two deputy governors. 

The Bank’s right to issue notes dates only from 1803, and the priv- 
ilege is accompanied by certain conditions. These are as follows: 

(1) The Bank may only discount bills of exchange that bear three 
signatures (to guard against all risk of insolvency), and that are 
drawn for 90 days at the most. 

(£) None of its customers, except the State, may overdraw their 
accounts. The Bank may make advances to anyone, however, on 
certain kinds of securities, or on bullion. 

(3) It may not pay any interest on deposits. 

Such are the statutory regulations. But there are two more 
stringent ones that were added later: 

(4) A maximum is now assigned to the issue of notes, which was 
free until 1870. This maximum has been constantly raised since 
that date. From 1,800 million francs in 1870 it rose step by step to 

^ [This section is somewhat abridged, by the omission of details of little interest 
to the English reader.] 


BANKS 


6,800 millions before tbe war, and since tbe war it lias readied 43,000 
millions (say, £1,700,000,000).^ 

(5) The State has imposed various contributions upon the Bank, 
including a permanent loan of £00 million francs (£8,000,000) with- 
out interest, and a share in its profits in the form of a royalty calcu- 
lated upon the note circulation and the rate of discount. This 
amounted before the war to some 15 millions (£600,000) a year, and 
is now more than double this figure. 

This monopoly of the Bank of France, like all monopolies, has had to 
meet many attacks, and has given rise to acute controversy. But 
the Bank renders very great services to the State. In cases of emer- 
gency it puts at the disposal of the government not only the bullion 
stored in its vaults but also an almost unlimited supply of notes, 
issued according to the needs of the State. During the war it lent 
the enormous sum of £7 thousand million francs (£1,080,000,000) 
to the State, besides nearly four thousand millions (£160,000,000) 
to its allies. This advance was made at a rate of less than 1%, 
when the State was borrowing from the public at 6%, thus making a 
saving of more than £40,000,000 in interest. 

The Bank of France also renders a service to the other banks. 
Instead of competing with them, it exempts them from the duty of 
keeping a gold reserve, and thus enables them to make use of all the 
funds at their disposal. When these banks need money they simply 
get the Bank of France to re-discount the bills they have themselves 
discounted. All they need, therefore, to be prepared for any con- 
tingency, is to have a sufficient supply of paper that fulfils the con- 
ditions necessary for it to be discounted by the Bank of France. 

Thus the great credit establishments are free to devote themselves 
entirely to the profitable business of discounting, subscribing loans, 
and so forth, without any great anxiety about repayment. They 
have all the advantages of the banking business and hardly any of its 
liabilities. 

£. The BanJc of England 

The constitution of the Bank of England differs in many respects 
from that of the Bank of France. 

^ Since the war the ratio between note circulation and reserve has naturally altered 
considerably. The return for the 7th September, 1922 gives tlie following figures: ' 

Notes in circulation 36,959 million francs 

Gold in hand 3,584 ” ” 

Silver ’’ 286 ” 

Proportion between bullion and note circulation, 15.75%. 
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(a) It is entirely a private bank, belonging only to its shareholders, 
and as such it is self-governed, except as mentioned below. It is 
therefore completely independent of the State. ^ 

(b) It has a less absolute monopoly of issue than the Bank of 
France. It is only in London that it has the exclusive privilege of 
issuing notes: there are provincial banks which also issue notes. 
At the same time the number of banks with the right of issue is 
rigorously limited, and since 1844, the date of Sir Robert PeeFs 
famous Bank Charter Act, those that disappear may no longer be 
replaced. Their number, which was 279 at that date, grows smaller 
every year, so that the Bank of England, which already enjoys a 
virtual monopoly, will soon be invested with a monopoly in law, 
as the legal heir to all deceased provincial banks.^ 

(c) It is subjected to a far more rigorous control in the matter of 
note issue and cash reserve. The amount of notes issued must never 
exceed the sum of the amounts of the reserve and the capital. This 
capital, however, only consists for the most part of a credit on the 
State that is not available and cannot be utilized. It is better to 
say more simply that the note issue may only exceed the cash reserve 
by a fixed amount, which is now £18,450,000 — a poor margin, it is 
obvious, for such a bank as the Bank of England. 

With a view to ensuring the keeping of this rule, the Bank is 
divided into two distinct departments: the Banking Department, 
which undertakes the ordinary banking business of deposits and 
discounts, but may not issue any notes; and the Issue Department, 
which issues notes but does no other business. The Issue Depart- 
ment delivers its notes to the Banking Department simply in accord- 
ance with the needs of the latter; and when it has handed over 
£l8,450,000-worth it can deliver no more except in exchange for 
coin or bullion.^ 

This automatic limitation of issue gives rise, precisely in times of 
crisis, to such great inconvenience that on three separate occasions 

^ [“The Bank of England is only a state bank in the sense that it is the bank with 
which the government keeps its accounts. The issue department, however, may be 
considered as in effect a government office, like the mint.” (Nicholson, Elements 
of Political Economy, p. 293.)] 

2 Whenever one of the other note-issuing banks comes to an end [or relinquishes its 
right of issue] the Bank of England may increase its note issue up to two-thirds of that 
of the bank that has disappeared, but it must deposit an equivalent sum in securities. 

[The monopoly of the Bank of England became complete in 1921, when the last 
provincial bank of issue forfeited its privilege.] 

® [The working of the Bank of England is shown most clearly by a study of the 
Bank Return that is issued every week in accordance with the terms of the Bank 
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already in 1847, in 1857, and in 1866 — it lias been necessary to 
suspend tlie law and allow the Bank to overstep the fatal limit. ^ 

On the day of the declaration of war in 1914, the Government had 
an anxious time. There was a run on the Bank and the reserve 
fell on the 4th August to below £10,000,000. Ought the Act to be 
suspended? Everything was ready for that step. But the Govern- 
ment heroically refused. They preferred to have recourse to a 
different method: they had notes issued by the State — currency 
notes, or Treasury notes, for £l and 10s. — repayable not in gold 
but in bank-notes. And at the same time they prohibited the ex- 
port of gold. The panic subsided without its becoming necessary to 
resort to forced circulation, and to this day England is the only one 
of the ex-beliigerent countries — at least in Europe — where the 
bank-note is still convertible into gold.^ 

Charter Act. The following is the Return for the week ending November 1, 1922. 


Issue Department 

Notes issued £144,052,400 Govt. Debt 

Other securities 

Gold coin and bullion 
Silver bullion 

£144,052,400 


Banking Department 

Capital £ 14,553,000 Govt. Securities. . . 

Rest 3,128,144 Other securities. . . . 

Public deposits* 15,034,269 Notes 

Other deposits 108,844,733 Gold and silver coin 


Seven-day and other bills 20,780 
£141,580,926 


£ 11,015,100 
7,434,900 
125,602,400 


£144,052,400 


£ 50,664,553 
68,189,891 
20,893,560 
1,832,922 


£141,580,926 


The first part of this table shows plainly how the total note issue is covered to the 
extent of £18,450,000 by documentary securities, and the rest by gold coin and bul- 
lion. For every note issued in excess of this £18,450,000 (which is the amount to 
which the original £14,000,000 has grown since 1844 by the lapsed issues of provincial 
banks) the corresponding value in specie must be deposited in the Issue Department. 
A certain proportion of this specie reserve (one-fifth) may consist of silver, this pro- 
vision having been made in view of the trade with India.] 

* Including Exchequer, Savings Banks, Commissioners of National Debt, and 
Dividend Accounts. 


^ [This necessity for the suspension of the Bank Charter Act in times of crisis has 
given rise to the saying that the Act is of no use until it is suspended. But it does not 
at all follow that the principle of limitation is unsound because it has to be removed 
in cases of emergency. “In fact,’* says Professor Nicholson, “it may be said that in 
this country we have a constitutional elastic limit for the issue of notes.” {Elements 
of Political Economy, p. 308.) But the whole question has given rise to endless con- 
troversy, both before and since the passing of the Act of 1844.] 

2 That is, in principle. In practice it is not convertible, but no one has any inter- 
est in changing bank-notes into gold, for what use would it be, since it is forbidden 
either to export the gold or to melt it down? 


BOOK III — DISTRIBUTION 

PART I 

THE VARIOUS MODES OF DISTRIBUTION 

CHAPTER I — THE PRESENT MODE 

I. THE INEQUALITY OF WEALTH 

In all ages the poor have been naany and the rich have been few 

— paucis humanum genus vivit — and that not only in poor societies, 
as is natural, but in the wealthiest ones as well. Wealth, therefore, 
is very unequally distributed — we cannot yet say ‘^unfairly,” 
for that is the very question we have to investigate. 

We can at least say, however, that the inequality of wealth has 
provoked bitter complaints in every age: the quarrel between the 
rich and the poor is as old as the world. 

It might have been hoped that this quarrel would grow less in- 
tense as the wealth of nations increased. But it has not been so, 
for if the general level rises it does not follow that the distance be- 
tween rich and poor grows less, — quite the reverse. The number 
of paupers diminishes, it is true; far more men reach a position of 
comfort than formerly; but the heights of fortune are continually 
being overtopped by yet dizzier heights. Between the wages of an 
agricultural labourer and the dividends of a millionaire trust king 
there is a bigger difference than between the income of a serf and 
that of a feudal baron. 

If we represent the different ranges of income — such as they ap- 
pear, for instance, in income tax statistics — by horizontal oblongs 
whose length is proportional to the number of persons included in 
each, and place them one over the other, we shall get a figure resem- 
bling a pyramid — or rather an arrow-head, or a top — whose base 
represents the poorer classes and the apex the rich. If the base of 
the pyramid is wide in proportion to its height, this shows that the 
inequality of incomes is not very great — which is the case in France, 

— and the greater the inequality of incomes the greater will be the 
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distance from base to summit, li tbe inequality is extreme, the top 
of the figure takes the shape of a needle.^ 

The following table^ illustrates this point. It shows the number 
of persons assessed to super-tax for the year 1918-19, classified ac- 
cording to the income on which they were assessed. The third col- 
umn contains the quotient of the second figure divided by the first 
— that is to say, the average income per head. 


Clam 

Number «/ 
Persons 

Total Incomes 
Assessed 

Average Income 
Per Head 
£ 

£ i,300-£ 5,000. . , 

89,680 . . . . 

. . . .136,334,000 . 

.... 3,436 

£ 5.000-£ 10,000 

,15,330 

....105,500,000 

. . . . 6,882 

£lO,000-£ 15,000 

...... 4,450 

. . . 54,320,000 . . 

, . . . 12,207 

£l5,000-£ 20,000 

1,750 

. . . 30,280,000 . . 

. .. 17,303 

£20.000-£ 25,000 

...... 910 

. . . 20,290,000 . . 

... 22,297 

£25,000-£ 30,000. . . . . 

595..... 

. . . 16,250,000 . . 

... 27,311 

£30,000-£ 40,000. 

575 

. . . 19,720,000 . . 

... 34,296 

£40,000-£ 50,000 

320 

. . . 14,180,000 . . 

... 44,313 

£50,000-£ 75,000 

305 

. . . 18,300,000 . . 

... 60,000 

£75,000-£100,000 

135..... 

. . . 11,680,000 . . 

. . . 86,667 

over £100,000 

150 

. . . 30,000,000 . . 

.. .200,000 


Here the inequality of wealth is obvious at a glance, although 
the table only includes those whose income exceeds £2,500 a year. 
It does not include those who are ‘‘disinherited’": there are many 
others who have nothing at all. 

But, it will be said, what does it matter if inequality of wealth 
increases, so long as there is an increase in the general well-being? 
What difference does it make that the rich grow richer, so long as 
there are fewer who are poor? Only envy can find grounds for com- 
plaint in this. The important thing is that all should advance, but 
not that all should advance at the same pace. 

Nor do people fail to add that this social inequality is not only 
inevitable but in some respects beneficial. It is inevitable, in that 
it results from the many other inequalities — physical, mental, and 

^ M. Vilfredo Pareto thinks he has found the mathematical equation for this figure 
— what he calls the income curve. And from a comparison of the statistics of different 
countries now and in the past, he thinks he can draw the conclusion that the form of 
this curve is almost invariable, the same in all places and at all times, even “for coim- 
tries whose economic conditions are as different as those of England, Ireland, Ger- 
many, the Italian cities (in the Middle Ages), and even Peru (in the eighteenth cen- 
tury)."’ It would follow from this, then, not only that inequality of wealth is a uni- 
versal law, but also that the range of inequality is not susceptible of any appreciable 
change. 

2 [Substituted for Professor Gide’s illustration, which is drawn from French sources 

and relates to succession, in the absence of exact income statistics.] 
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moral — which nature has created between different individuals, 
and of which the inequality of wealth is to some extent only a corol- 
lary. It is beneficial because, so long at least as human societies are 
in a state of comparative poverty, the inequality of wealth acts as 
a stimulus to production to an even greater extent than want. It 
keeps all men on the alert, from the top to the bottom of the social 
ladder, by giving them a constant prospect of advancement. It 
gives full scope to individual initiative by concentrating powerful 
capital in the hands of those who are most bold. It endows the works 
of man with fruitful variety, thanks to the infinite series of wants and 
resources that it establishes among them. 

Yet, for as long as these old arguments have been repeated, they 
do not seem to have succeeded in reconciling the masses to the in- 
equality of wealth. In fact, it is far less readily accepted nowadays 
than it used to be; and this is easily explained. 

To begin with, this inequality is almost the only one that continues 
at a time when the other inequalities that used to distinguish man from 
man have disappeared one after another. The laws have recognized 
civil equality; the growing diffusion of education is even tending to 
produce a measure of intellectual equality. Inequality of wealth 
alone remains and increases, and whereas it was once concealed be- 
hind greater inequalities, it now stands out in the foreground and 
concentrates all the anger upon itself. 

In the second place, economic inequalities are far more pervasive 
than the older forms of inequality: their social effects are more ex- 
tensive, both for good and for evil. They may even be said to dom- 
inate and, as it were, to have absorbed all other inequalities — those 
of nobility, power, intelligence, and eloquence — in the sense that 
nowadays these latter forces can scarcely exist without the support 
and assistance of wealth. 

The possession of wealth modifies the conditions of life for those on 
whom its favours or its rigours are bestowed, far more than it used 
to do. No doubt in the days of Charlemagne, just as to-day among 
the Arabs of southern Algeria, no guff of hatred was dug between 
fellow-citizens by the inequality between rich and poor. That is 
because wealth, and the pleasures that it could procure, were scarce 
and little varied. To-day, on the contrary, wealth and the pleas- 
ures it brings are enormously multiplied, so that the rich can fill 
both hands at the shops in Vanity Fair, while the poor can merely 
look covetously through the windows. 

Nor does inequality of fortune involve only inequality of enjoy- 
ment or of power. Statistics show that life is three times as long, 
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on an average, among the rich as among the poor,^ so that, by the 
cruel irony of fate, the smaller a man’s share of wealth, the greater 
the tribute he has to pay to sickness and death. Worse still, the 
poorer the man, the greater the tribute he has to pay to vice and 
crime, for statistics show also — what a priori reasoning could have 
foretold — that the criminality of the poorer classes is greater than 
that of the well-to-do. Consequently, modern science has burst 
like a soap bubble that axiom of commonplace morality that health 
and virtue are the companions of poverty. The poor have no longer 
even that consolation. 

Finally, the inequality of wealth appears to be in no way natural, 
but much rather artificial — the result of a certain kind of social 
organization, of certain economic institutions, such as property and 
inheritance, created and maintained by those who profit by them. 

If with some immaterial dynamometer we could measure the in- 
tellectual or moral inequalities that exist among men, we should 
probably find that they very rarely coincide with inequalities of 
wealth. This is not to say that wealth is not often due to certain 
qualities of initiative, boldness, and perseverance — such qualities 
as make men conquerors and victors over fortune, — but it is a 
matter of common observation that fortune seems in no way pro- 
portional to the merits or the virtues of men. Still less does it seem 
proportional to the amount of trouble taken, for it seems, on the 
contrary, as was bitterly remarked by John Stuart Mill, that the 
scale of remuneration goes on falling in proportion as the work 
becomes harder and more painful, until a point is reached w^here the 
hardest toil is scarcely sufficient to provide the necessaries of exist- 
ence. 

Yet, however little flattering to human nature this observation 
may be, public opinion more readily accepts those inequalities of 

^ According to statistics for the city of Paris for 1912, the death rate varies in dif- 
ferent quarters of the city in a ratio of more than 4 to 1. Thus: 

Porte Dauphine 7.9 per 1000 P6re-Lachaise 23.7 per 1000 

Champs-Elys^es 9.0 per 1000 Salp^tri^re 83.5 per 1000 

Anyone who knows the different quarters of Paris will find this comparison suffi- 
ciently clear and startling. 

[The figures for the London Metropolitan Boroughs, however, are somewhat less 
striking, and their correlation with inequalities of wealth is less marked. At the two 
ends of the scale we find: 

Woolwich 10.6 per 1000 Bermondsey 21.4 per 1000 

Hampstead 12.3 per 1000 Finsbury 21.6 per 1000] 

The inequality is even worse in the case of infant mortality. 

In statistics of suicide, although the causes are numerous and varied, poverty always 
appears in the front rank, without a rival. 
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I fortune that are due entirely to chance than those that are the 

'I reward of talent or even of work. This is because these merits and 

! talents are themselves inequalities, envied or disputed, on which the 

j new inequality, that of wealth, becomes grafted. If the gifts of 

! chance are those that arouse least jealousy, it is because they are the 

only ones to which everyone alike can lay equal claim. 

It is to be observed that people are not usually jealous of the win- 
ners of lottery prizes, and that their good fortune is rather greeted 
with a kindly welcome. The reason for this is that everyone knows 
that the chances in the lottery are the same for all, and the primitive 
I sense of justice of the man in the street is satisfied: he allows Fortune 

i her bandage so long as she has also her wheel. But when he looks 

at the distribution of wealth, there seems to be something wrong 
with the wheel that turns up the winning numbers. 

, What is to be aimed at, then, is not so much equality of fortunes 

as equality of chances, ensuring that each shall have the same possi- 
bility of making his fortune. 

In fact, if the inequality is personal and temporary it is not an 
evil; the unfortunate thing is its permanent character — the for- 
mation of social classes placed one upon the other and as unchangeable 
as geological strata. For then the inequality of wealth has none of 
those stimulating effects, from the economic point of view, that we 
have just indicated and that might indeed be expected of it. When 
it becomes a class inequality it discourages those at the bottom of 
; the scale by depriving them of all chance to rise, while it lulls to 

I sleep those who are securely placed in a definite position at the top. 

It breaks the bond of mutual social dependence by digging a gulf 
between Dives and Lazarus that can never be bridged. It renders 
idle alike the hands of those who are too poor, for they have no 
chance of producing anything, and of those who are too rich, for they 
no longer feel any need to produce. It gives birth to the two evils 
of idleness on the one hand and pauperism on the other, and thus 
produces two classes of parasites, one at each end of the social scale. 

/ The great war, among so many other tragic results, will have had 
/ the effect of still further aggravating this inequality. We have 
' already heard much of the ‘‘new rich,” but now there will be no lack 

of “new poor” — including not only all those whom the war has 
1 ruined, but all those also who, with the same income as before, are 

I crushed between the rise of prices on the one hand and the enormous 

I increase of taxation on the other. 

i; Yet all these consequences of inequality are not sufficient ground 

j for condemning it, for the real question is not whether some have 
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more than others,' but whether the excess ha^ been taken from ih§ 
others. This is the question to which the theory of distribution en- 
deavours to give a reply. Let us suspend our judgment, therefore, 
for the present. 

II. THE WEALTH OF NATIONS 

The extreme inequality of wealth, then, appears as a social evil 
whose causes must be investigated, so that it may, if possible, be 
remedied. But we must cherish no illusions as to the results that 
would follow from a better distribution of wealth, supposing such to 
be possible. Indeed, when the total to be divided is small, the most 
ingenious arrangements can never make the individual shares large. 
Now in the case of modern communities, even those that figure in 
the front rank, we should speak rather of the poverty of nations than 
of ‘The -wealth of nations.” 

The following table shows the capital and income (in millions 
sterling) of a number of countries before the war, and the capital 
and income per head of the population (in pounds sterling) : 


United States 

Total 

Capital 

38,880. . 

Capital 
per head 

....380 

Total 

Income 

....7,200. . . 

Income 
per head 

72 

Germany 

17,600. . 

....264 

....2,000. . . 

32 

England 

16,000. . 

....360 

....2,200... 

50 

France 

11 , 200 . . 

. . . .280 

....1,320. . . 

36 

Italy 

4,000.. 

....116..... 

.... 480... 

14 

Belgium 

1,800.. 

256..... 

.... 200 ... 

......28 


From this table^ it can be seen how small the share of each in- 
dividual would be on the basis of an equal distribution. It would 
be better, certainly, to reckon the amounts per household instead of 
per head, as children do not enjoy independent incomes. For this 
purpose the figures per head need only to be multiplied by 4 or 5, 
This would give approximately £140 to £160 as the average income 
of a French or German family (on a basis of equal distribution), 
£220 to £320 for an English or American family, and £60 for an 
Italian family. 

It will be said, no doubt, that an income of, say, £200 a year (in 
pre-war money) would be adequate for the majority of the inhabitants 
of these countries. Arithmetically this is beyond dispute, and it is 
a great mistake for books written in justification of the existing 
economic order to try to dispute it. We will merely say that a so- 

^ [We omit Professor Gide's account of the method adopted to obtain these figures, 
as it differs from the English method. The latter is described in Smart's Distribu- 
(Macmillan) .] 
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ciety whose population had to subsist on this average income would 
have to renounce all expenditure on luxuries, and, of course, all the 
progress to which luxury gives rise (see below, Book IV, Chap. I, 
§ V) . And if it limits its desires to this modest competence, which 
is scarcely more than King Henry’s^ famous "‘fowl in the pot,’’ it 
could undoubtedly obtain it by more economical methods than a 
social revolution. 

The individual share would be smaller still if, instead of dividing 
all fortunes without exception, as we have supposed in the calcu- 
lations given above, we were to divide only the fortunes of the rich, 
which is the ideal of popular socialism. In that case the portions 
would be ridiculously small. If we could flatten out Mont Blanc 
and spread its material over the whole area of France, we should 
only raise the level of the soil by about six inches. Similarly, if 
all incomes in the United Kingdom above £10,000 a year were di- 
vided equally among all the inhabitants, they would not provide £5 
a head. This result, disconcerting as it may be at first sight, is 
explained by the relatively small number of the rich. 

Are we to conclude from the slenderness of the national wealth 
and the impossibility of giving a large share to everyone that the 
question of distribution is of little importance.^ Quite the contrary; 
for it is precisely in cases of insufficiency that distributive justice 
is most imperatively necessary — we know something of this from 
our experiences of food rationing! — and it is in times of abundance 
that the question of distribution may be ignored. But the con- 
clusion that must be drawn from the figures given above is this: 
that if we wish to make a marked improvement in the condition of 
everyone, middle classes as well as wage-earners, it is to production 
that our efforts must be directed. That is where modern socialism 
differs, as we shall see, from the older form. Distribution is rather 
a legal or judicial question, but the economic problem of to-morrow 
is how to increase production to a maximum. 

Yet it must not be forgotten that production is to a large extent 
dependent on distribution, in the sense that if the latter is unjust, 
the former cannot be abundant. Labour can only be fruitful if the 
labourer knows that he will gather the fruit. And perhaps that is 
the very reason why our modern societies are not richer than they 
are. 

^ [Henry IV, or Henry of Navarre, king of France from 1589 to 1610, whose ideal 
was that every peasant should be able to have his fowl in the pot every Sunday.] 
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III HOW THE DISTRIBUTION OF WEALTH IS 
EFFECTED 

If everyone produced independently, like Robinson Crusoe on his 
island, everyone would keep for himself whatever he had made, and 
the question of distribution would not even arise. The rule cuique 
suMm, ‘^to each man his own,” would naturally be applied. 

But such a system, in which, by hypothesis, there would be no 
exchange and no division of labour, is incompatible with any kind of 
social life. Even among savages who live by hunting and fishing it 
is never entirely realized. And in modern societies we should all 
be very disagreeably surprised if an attempt were made to put it 
into practice — if, for instance, the baker or the shoemaker were 
told, ‘'You have produced so many ^.oaves, or so many pairs of 
shoes. Very well; keep them; that mil be your share.” It is 
plain that what we each of us demand is not the produce of our labour 
in kind, but its fair equivalent. Now is this demand satisfied in 
our modern societies? 

In every civilized society each individual, by the sale of his goods 
or the hiring-out of his services, is continually pouring values into 
the stream of circulation; and he is also continually drawing out 
other values, in the shape of various kinds of income. Each of us 
puts on the market what he possesses — the landowner his crops, the 
house-owner his houses, the capitalist his capital, the manufacturer 
the produce of his factory — and the man who owns neither land nor 
capital offers his arms or his brains. Naturally, each tries to sell his 
products or to hire out his services at the best possible price; but this 
does not rest with him, for the products and services sell on the 
market at the price fixed by the law of supply and demand, which 
means, if we go back to the explanation of value already given 
(p. 194), that they seU at a higher or lower price according as the 
desire of the public for them is more or less intense. Consequently 
it is the public — the consumer — who fixes the share that we re- 
ceive, by the price that he assigns to our products or services and 
that he consents to pay us. And it is these shares, under the various 
names of wages, salaries, rent, interest, or profits on the sale of goods, 
that constitute our income. 

In short, therefore, it is the law of supply and demand that de- 
termines the distribution of wealth. 

Economists of the optimist school, however, are prepared to 
carry the discussion even into the sphere of justice. Is not the law 
of supply and demand, they say, which determines the equivalence 
of the values exchanged — is not this law the very machinery by 
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which everyone is enabled to withdraw from the total mass a sum of 
values equivalent to those he has put into it? And is not this equiv- 
alence thus measured in the most impartial and least arbitrary man- 
ner, since exchange on the market is a free contract? No doubt the 
values that each one receives are very unequal; but is it not in con- 
formity with justice, as well as with social utility, that the most 
desirable and the rarest kinds of wealth — those that meet the most 
pressing needs of society and are yet insufficient in quantity to sat- 
isfy those needs — should be paid for at the highest price? Is not 
commutative justice also distributive justice? We can only estimate 
the value of services rendered by the price that society assigns to 
them. If the public assigns a high price to my products and a low 
one to yours, does it not in this way exactly measure the degree of 
importance and of social utility that it attributes to our respective 
products or labour? But the public, it will be said, is not a good 
judge. Who, then, can be a better judge than the consumer? After 
all, if everyone is remunerated by the value of what he has produced, 
it may be said that he is remunerated according to the services he has 
rendered to society. 

Moreover, these inequalities find a limiting influence in compe- 
tition. Competition always tends to correct the injustice involved 
in such a system, for if such and such a product or service happens 
to be quoted at an excessive price, a crowd of rivals, anxious to 
profit by this piece of luck, immediately rush into the same industry 
or profession and quickly bring back the value to the level of the cost 
of production, by increasing the supply of these products or services. 
Ultimately, that is to say, the value of everything tends to he deter- 
mined by the trouble and expense it has cost. What better rule than 
this could be imagined for determining distribution? 

From the practical point of view also, it is said, the existing system 
of distribution is incomparably superior to any other system that 
can be imagined, because it goes by itself — it works automatically. 
The law of supply and demand does away with the intervention of 
any authority; it is not for the legislator to hand each one his share 
— like a mother dividing a cake among her children — for each one 
gives himself his share. Authority has only to intervene to prevent 
his taking the share of someone else. 

That, then, is the classical doctrine. But how can the mode of 
distribution be a just one if the law of supply and demand is the sole 
distributor of fortune? It is a natural law, if you like, but pre- 
cisely because it is natural, it is amoral — as far removed from any 
concern with morality or justice as any other natural law, such as 
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tiie circulation of the blood, which makes all hearts beat alike, for 
good and for evil, or the rotation of the earth, which, as the Gospel 
says, "‘maketh the stin to rise on the evil and on the good/® 

There is no kind of work — if I may venture to give it that name 
— that has ever been more highly paid than that of boxing: it may 
bring in as much as £4,000 a minute. If we ask why this kind of 
work is paid a himdred thousand times more than that of the plough- 
man, the school of Bastiat could only reply: “Because the first 
renders society a service a hundred thousand times as great as the 
second; and the proof of this is that society is willing to pay a hun- 
dred thousand times as much for it/® 

Very w^ell; but if this is so we must no longer talk about social 
justice, for the services that are indispensable to existence, from 
manual toil up to the labour of inventors who have died of poverty, 
have scarcely any exchange value, whereas such acts as merely re- 
quire certain natural gifts or favourable circumstances, and that 
provide a small number of wealthy people with the most fleeting 
and perhaps even the most immoral enjoyment, are sought after at 
a high price and make the fortunes of those who can perform them. 

Moreover, competition can scarcely be relied on to correct these 
inequalities and to bring each man’s remuneration to a rate that 
corresponds more closely to the trouble or merit involved. For 
it is precisely upon the commonest kinds of work and service that 
competition acts, depreciating them still further, whereas luxuries 
and rarities, the so-called noble services, are always more or less 
monopolies, even by their very nature. 

It should be observed that people who come into the market to 
exchange their products or services, do so under extraordinarily 
unequal conditions. The chances of fortune, the winning tickets, 
are only accessible to those who can lay down their stake — who 
have already acquired some property, — and their chances of gain 
are proportional to the value of the stake. Between the workman 
who has nothing to offer but his arms — a commodity that is supera- 
bundant on the market, and therefore of little value — and the 
capitalist who brings along his money-bags, or the landowner, urban 
or agricultural, who brings land that is indispensable to existence, 
there is a vast difference in the possibilities of making a fortune. 
Many favourable opportunities for making profitable investments, 
many bits of information from financiers and rulers, are offered to 
the rich capitalist and denied to the small re7itieT, and stiU more to 
the wage-earner. 

It is obvious, then, that inequalities of remuneration result most 
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of all from inequalities in men^s original shares of property. The 
distribution of income is necessarily predetermined by the appro- 
priation of land and capital. It is not sufficient to declare that 
“each draws out the equivalent of what he has put in.” We must 
still discover where each has obtained that which he puts in. Why 
do some come on to the market, or rather into the world, provided 
for even from birth, and almost sure of the lion’s share from the very 
beginning? 

By whom, then, have they been endowed? By their own labour? 
By law? Or by force? That is the question we must now examine. 

We must remember, again, that if this system really possesses 
the vaunted superiority of ‘‘going by itself,” it is certainly not true 
that it made itself. If it goes by itself it is because the machinery 
is by this time well established. But when it had to be started — 
when individual ownership had to be created, with all its attributes 
of rent and interest and so forth — it required centuries of conquests, 
a hundred revolutions, a thousand laws, and all the might of kings, 
nobles, or parliaments. And, to tell the truth, this transformation 
still goes on without ceasing, so that it would be very hard to dis- 
cover how much of the so-called natural order remains underneath 
the existing economic order. 

IV. HOW PROPERTY IS ACQUIRED 

The subject of property does not occupy a great place in books 
on political economy. There are many such books, and most im- 
portant ones, especially in other countries than France, where it is 
not even mentioned in the table of contents. This is because it is 
held to belong to legal rather than to economic science. This is 
true; but yet, if the right of property is the basis of all other rights 

at least of real rights, — then it must also play a large part in 
political economy, for it is the necessary precondition of exchange, 
and therefore the central point of the whole mechanism of distri- 
bution, as we have just seen. 

What, then, is meant by property? 

The use of things almost always implies their possession. To 
use bread, we must eat it; to use clothes, we must wear them; to 
use a house, we must dwell in it; to use the earth, we must cultivate 
it. But possession does not of necessity involve ownership: we 
may enjoy a thing by right of usufruct, as a borrower or tenant, and 
so forth, without owning it. Ownership or property, therefore, only 
appears when appropriation is distinguished from the mere personal 
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utilizatioii of wealtli. We only own a thing when we have the right 
to keep it without making use of it, but preventing anyone else from 
touching it. The right of property is the right to do what we like 
with a thing, including the right to do nothing with it: a right with- 
out limits and without conditions — the abutendi. Such, at least, 
is the legal conception of the right of individual property, as it was 
cast in bronze by the Roman lawyers. 

How is the right of property acquired? By labour, of course, it 
will be said; for we can scarcely imagine such a formidable right 
being conferred upon man by an act of creation, in the form of 
production ex nihilo. That, indeed, is just how economists under- 
stand and justify the right of property. But lawyers are very far 
from doing the same! 

It is a fact well worthy of remark, though not often noticed, that 
neither in the text of the Roman law nor even in the articles of the 
French civil code, though born of the Revolution, does labour appear 
among the various modes of acquisition of property that they enu- 
merate. So far as the past is concerned, this is intelligible, for in 
ancient times labour could not serve as a mode of acquiring property 
since it was almost always slave labour — in other words, the worker 
was himseK the property of his master. But what about the present 
day? Well, even to-day labour by itself never constitutes a legal title 
to property: the characteristic feature of the ‘Tabour contract,’* 
as it is called, is that the wage-earning labourer has no rights to exer- 
cise over the produce of his labour. It is the man who sets him to 
work — the employer — who acquires and keeps the ownership of 
the product (see the chapter on Wage-Earners, below). And even 
when the worker who produces independently — peasant or artisan 
— has the right of property in his produce it is not by any means 
because it is the fruit of his labour, but because he is the owner of 
the land or the raw material, and his property rights extend to all 
that is added to these, by way of improvement. 

What, then, are the modes of acquisition of property that are 
formulated in law? — The only ones that law is concerned with, or 
at any rate the ones that are of most importance, are purchase, gift, 
and succession (either testamentary or intestate). But all these 
modes are concerned with the transmission of property — that is 
to say, with property that passes from one person to another. None 
of them shows us, therefore, the foundation of property, since they 
all assume it to be already in existence. What we want to see is 
property at its birth: we want to know how it originally came into 
being. 
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Now besides these modes of derivative acquisition the lawyers do 
indeed enumerate certain modes of original acquisition; but the 
Code is as laconic about these as it is prolix about the others. Yet 
even in our old societies the birth of property surely ought not to be 
a rare occurrence, since new wealth is continually being created. 

The lawyers indicate three original modes of occupation, but these 
may be summed up in one: namely, actual possession becoming 
transformed into a right. 

To begin with, it is occupation that appears as the primary fact 
from which all property right is derived. It must be observed, 
moreover, that though there may seem to be little morality about 
this, yet so far as it involves taking possession of wealth that belongs 
to no one, the fact of occupation constitutes a right that is morally 
superior to the right of conquest, which involves the expulsion of the 
weak by the strong.^ 

Accession or incorporation is a mode of acquisition founded on the 
rule that the accessory follows the principal. In this w’-ay the owner 
of the soil obtains not only all that is detached from it in the shape 
of fruits and crops (with the exception, in some legal systems, of the 
produce of the subsoil) but also the buildings and plantations that 
have been raised on his land by the labour of another. And it is 
in virtue of the same principle that the ownership of the object 
manufactured by the workman is assigned to the capitalist who 
supplied the raw material. Accession, therefore, is only a kind of 
extension of the right of occupation and can only possess the same 
qualities. 

But these two modes of acquisition only occupy a few articles in 
the French civil code. A larger amount of space is devoted to the 
third, which is prescription (or vLSUcapioUy^ as it was called in Roman 
law). This assigns the ownership of anything to the man who has 
possessed it for a certain time — and even without the need for any 
lapse of time, in the case of a transferable object. Prescription, in 
the case of real property, does away with the need for going back to 
the original fact of occupation, which would be impossible to verify; 
and in the case of products, it does away with the need for verifying 

1 Originally, however, the right of occupation is only the same thing as the right 
of concjuest, and in ancient societies men did not fear to call it by its proper name. 
The typical form of quiritarian property in Rome was that which was acquired sub 
hasta, under the spear. And an old Greek song says: “My wealth is my spear, my 
sword, and my buckler, the defence of my body; with them do I plough, and reap, 
and gather in the harvest of my vines.’* (Quoted by Guiraud, La 'proprieU en Grece, 
p. m). 

2 [Also called usucaption,] 
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whether there has been accession or not. In fact, therefore, pre- 
scription is to-day the sole legal basis of property, so far as its origin 
is concerned. Now there is nothing more in that, by its very defi- 
nition, than a crude fact destitute of all moral value. What prescrip- 
tion does aivay with is precisely the need to discover whether prop- 
erty really originated in labour and saving: from the legal point of 
view it covers all original sins. 

If the lawyers are satisfied, then, it is easy to understand that 
economists and moralists are not, and that they have striven to find 
a more solid foundation for the right of property than the mere fact 
of possession — namely, the labour of the producer.^ But unfortu- 
nately it is not easy to prove that such is really the case. 

Anyone who tried to use this criterion in actual practice would 
be strangely deceived. Make a list of your inherited possessions. 
"‘Is this house the product of your labour.^” “No; it came to me 
from my parents.” — “Are these fields and this forest the product 
of your labour.^” “No; they are not the product of anybody’s 
labour.” — “These goods that fill your shops, or these crops stored 
in your granaries, are they the product of your labour “No; 
they are the product of the labour of my workmen.” — “Well, then 

Another foundation has therefore been sought for in social utility. 
This is the fortress in which the defenders of individual property 
have had to take refuge, and so far it has held out against all attack. 
It is true that many cases can be adduced in which the owner’s 
interest goes counter to the general interest — the classical example 
is the forest that the owner’s interest impels him to cut down, while 
the nation s interest is to keep it; and there are many others. But 
this does not matter, for there are many more cases, and more serious 
ones, where, conversely, dilapidation and sterilization can be at- 
tributed to the absence of individual ownership. On the whole, 
history and facts show us that individual property has up to the 
present been the best means, and even the essential condition, of 
the utilization of wealth, and the most active stimulus to production. 

Only, if that is the reason for the existence of the right of prop- 
erty, it follows that the individual is no longer an owner in his own 

1 Attempts have also been made to find a foundation in natural right. But what does 
this mean, except that property is an indispensable condition of personal independence, 
since he who possesses nothing is compelled to put himself at another’s service in order 
to live? Hence there is no more revolutionary theory than this, for if property is a 
natural right, what are we to say to all those who have been deprived of it and who 
demand it? 
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interest, but in tbe interest of all. Property is no longer “private 
property, ” but becomes a public function, in the loftiest and most 
literal sense of the term. No longer, therefore, will it be absolute, 
in the old Roman sense of the word, but only to the extent that 
sovereignty over things and the right to dispose of them freely, are 
indispensable to the best utilization of them. It may vary according 
to circumstances and surroundings. We may admit the right of 
absolute ownership to be useful in some cases — for instance, in 
the case of a pioneer in a new country (like the dominium ex jure 
Quiritium of the Roman peasant) — but we may also acknowledge 
that this absolute character ought to be relaxed in the case of the 
' ownership of a factory, a mine, a railway, a forest, or a waterfall. 
Certain conditions may be imposed on the owner, if only the obli- 
gation to cultivate his land.^ And the right of expropriation in the 
interests of public utility, etc., will be more readily admitted. 

We must now see wdiat are the objects to which the right of prop- 
erty may apply; what persons may exercise it; and what are the 
powers that it confers. 

' V. THE KINDS OF WEALTH TO WEIGH PROPERTY 

RIGHTS MAY APPLY 

At the present day all forms of wealth may be the object of in- 
dividual property rights, with the single exception of those which by 
I their very nature are incapable of appropriation , like the sea and the 
great rivers. And, as a matter of fact, in all the countries of Europe 
almost all wealth is appropriated. But it has not always been so. 
There was a time, on the contrary, when the sphere of individual 
property was infinitely small. 

At the beginning it applied only to certain kinds of wealth, and 
these were at first precisely those that have long ceased to be the 
object of property rights in all civilized countries — namely, slaves 
and women. It embraced also objects of direct personal use, such 
as jewels, arms, and horses, the individual ownership of which was 
evidenced by the custom of burying them with their owner in his 
tomb; often, indeed, his slaves and his wives were treated in the 
same way! 

Then property came to include houses — not yet as individual 
property, but as family property — because the house was the home, 
I 1 During the war the obligation to cultivate land — and especially to grow wheat 

— was expressly imposed upon the landowner by law. As we shall see later, the law 
of France provides for the forfeiture of property rights in mines in case of their not 
being exploited. [This is not the case in England.] 
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the resting-place of the household gods, and these gods belonged to 
the family. 

Still later, it extended to a portion of the land, first to the land in 
which were the tombs of the ancestors, for these ancestors also were 
a kind of family property. But, despite this first step, individual 
ownership of land, the most important and almost the only wealth 
of the ancients, was established very slowly. Yet the time is not 
far distant now when individual ownership will have covered the 
whole earth and all that it bears on its surface. To-day only the 
lofty mountains and a portion of the forests still maintain a pre- 
carious independence. 

In course of time each kind of property has in turn assumed special 
importance: among pastoral peoples it was cattle; under the feudal 
system it was land; when the era of the steam-engine arrived, it 
was coal-mines. Individual ownership has even been extended in 
our own times to include new objects, unknown to the ancients. Of 
these the principal kinds are the following: 

(1) Transferable securities — shares in property, or simply credit 
claims, generally in the shape of credit instruments — pieces of 
paper that can be slipped into a pocket-book, and that constitute 
nowadays the most convenient and desirable form of wealth. Thanks 
to these, property has been torn up out of the soil and has taken 
wings: more than this, it has become as it were dematerialized. 
The owner no longer sees it or touches it, but none the less he laughs 
at governments that try to seize it. It may be estimated that some- 
thing like half the total fortune of a civilized country takes this 
form. 

{%) Immaterial wealthy the ownership of which is still not properly 
established and defined. Each kind would require a chapter to 
itself: we must be content with merely enumerating them: 

(а) Industrial property, in the shape of pate?it rights, 

(б) Property in trade marks, 

(c) Property in a business connexion, or goodwill, 

(d) Literary property. 

It is possible that in the future individual property may take still 
other forms of which we have at present no idea. 

The conception of property, then, appears as evolving under the 
influence of two opposite, but logically interdependent, causes: 
extension in regard to its object, and limitation in regard to its du- 
ration and attributes. 
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VI. THE PERSONS WHO MAY ACQUIRE PROPERTY ' 

We have just seen that the object of property rights goes on con- 
tinually extending and varying. Is it the same with the subject 
of these rights — with the classes of persons who may acquire them 
and become property owners,^ Yes, it is. 

Originally, their number was very limited: there was no true owner 
but the sovereign, and, later on, the head of the family. In any 
case slaves and foreigners, and sometimes women, were excluded. 
To-day not only is the right of holding property recognized as be- 
longing to every human being, but it has even been extended to 
fictitious persons, called artificial personsy moral persons, or bodies 
corporate. 

Legal personality — that is to say, the capacity to receive and 
possess goods — was first attributed to the gods, in the person of 
the colleges of priests attached to their temples, and later on to the 
Christian churches and religious communities. The extension of 
this form of property, and the storms it aroused in the course of 
history, are well known. 

States, cities, parishes, and great public services such as charitable 
foundations, hospitals, schools, and so forth, have all been invested 
with the right to hold property. 

Associations — even private ones — have also become property 
owners. But they have not obtained this right without resistance 
on the part of the State. The right to possess has been accorded 
most readily to associations of an economic character, to those that 
are called “companies,” and that seek industrial or commercial 
profit. But, contrary to what one would have thought, the right 
was long refused (especially in France) to non-profit-making asso- 
ciations — those that aim at higher and more disinterested objects. 
And at this very moment it is only granted them grudgingly. For 
this old antipathy for what is called mortmain, or the dead hand, 
there is first of all an economic cause — the idea that wealth owned 
by a community will be badly administered, or in any case withdrawn 
from circulation and from trade for an indefinite period. But 
there is a still more important political cause, in the fear of seeing 
these associations become powerful enough to stand up against the 
State and take its place in the performance of the great social ser- 
vices.^ 

This dread of mortmain, that dates from very early days, appears 
to us to be out of date. If public utility is the real basis of property, 

1 [We omit a short account of the French law on the subject.] 
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as we have just shown, then surely it could nowhere be more legit- 
imately placed than in the hands of those ‘‘artificial persons” which 
represent aU that is most disinterested — education, public health, 
poor relief, mutual dependence, the rights of man and the rights of 
nations, science, religion, peace, the Red Cross and similar organ- 
izations, or even pleasure and recreation in the form of innumerable 
arts and sports. To these, then, it would be impossible to give too 
large a share. They are, as it were, a salvation from the abuses of 
individual property. It is very much to be desired that a portion 
of wealth should be withdrawn from individual interests and de- 
voted to altruistic purposes. The economic objection that this 
means driving wealth out of circulation may have some weight in 
the case of land, but none in the case of houses or securities. Let 
legislators be content, therefore, with limiting the right of corporate 
bodies to hold property to cases where land is concerned — this, 
existing only in limited quantity, might possibly even be reserved 
for living persons, — but in the case of all other values given to arti- 
ficial persons, there is no economic reason for fixing any other limits 
than those that result from the object aimed at by the association 
or foundation. 

Finally, the right of holding property has been given not only to 
associations but also to works — we might even say, to ideas. That 
is what is called a foundation^ or endowment. It is sufficient that a 
man should have wished to make himself useful after his death, and 
have provided sufficient funds for the work to be carried on, for him 
to be able to live perpetually, to possess, and even to grow rich by 
new acquisitions. The will of the dead man lives a second life, 
incarnated m the foundation that he has established. Yet here the 
law of France is even more rigorous than in the case of associations. 

As a matter of fact there is an essential difference between the moral 
or artificial personality attributed to a foundation and that attributed 
to an association. For the latter is still a kind of living being that 
is constantly being renewed and that dies as soon as its usefulness is 
ended. But a foundation is rather a dead man who survives, em- 
balmed and immovable, incapable of changing and adapting itself 
to inevitable vicissitudes, and hence there necessarily arrives a day 
when it crumbles into dust. A foundation for the worship of Jupiter 
cannot last when there are no more altars to Jupiter, and foundations 
for saying masses would necessarily lapse in a country that passed 
from Catholicism to protestantism. 
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Vn. THE ATTRIBUTES OF PROPERTY RIGHT: 
INHERITANCE 

^'The right of property,” says Article 544 of the Napoleonic code, 
*‘is the right to enjoy and to dispose of things in the most absolute 
manner” Although this definition has ceased to be entirely true, 
because the right of property is subjected nowadays to continually 
increasing restrictions, it brings out clearly the nature of property 
as an absolute right — absolute in two senses: (1) in that it embraces 
the whole of the satisfactions that can be obtained from a thing, 
including even the stupid satisfaction of destroying it;^ (2) in that 
it is not limited in time, or only at least by the durability of its ob- 
ject. Perpetuity and free disposal^ then, are the two characteristics 
of the right of property. 

§1 

When the right of property applies to goods which perish when 
consumed, or whose length of life is very short, its perpetuity is of 
no great economic interest, since it cannot be actually realized. 
But when the wealth appropriated is by its nature everlasting, or at 
least very long-lived, then the right of property, expanding along 
with its object, appears in all its greatness and with all its conse- 
quences. 

How numerous are these objects that last for ever? First there 
is land, whose length of life has no other term than that of the planet 
that bears us, or at least of the geological cycles that mould its sur- 
face. And that is exactly why landed property has always been of 
an exceptional kind; we shall have to devote a special chapter to 
it. Houses have not the same character of perpetuity, considered 
as buildings, but they share in it at least so far as concerns the ground 
on which they are built. Works of art, especially those carved in 
marble or cast in bronze, may also aspire to immortality ; and it is 
the same with metallic money. Nevertheless in the case of these 
kinds of wealth, and especially the last, the perpetuity of the right of 
property is deprived of almost all its importance in practice (except 
in the matter of hoarding) by the frequency of exchange, which 
brings them back every moment into the whirlpool of circulation. 

But if the object of the right of property is sometimes perpetual, 
the subject is not — unless it is an artificial person. The owner dies. 
That is a critical moment for the right of property. What is to 

^ An owner, however, may not set fire to his house. ' There we find a first restriction 
on property aght — one that is due to the risk to which the fire would expose the 
man’s neighbours. 


,S44 ' DISTEIBUTION — THE PRESENT MODE 

become of it? Since the right does not die, it must pass to some other 
holder. Who is this to be? Is it to be the one designated by the 
dead man? Very well; although, as we shall see directly, that is a 
right that has not been admitted without some hesitation. But if 
the dead man has not designated anyone, who is to succeed him then? 
The law says, “his nearest relatives.’’ But what is the reason for 
this intestate devolution, as it is called? 

It has been sought to justify it on the following grounds: 

(а) As a reasonable interpretaiion of the wishes of the dead man 
when he has expressed none. Is it not natural to think that in the 
case of near relatives — children, husband or wife, father, mother, 
or even brother or sister — if the deceased had wished to disinherit 
them he would have said so definitely? If he has said nothing, 
should it not be presumed that he wished to leave his possessions to 
them? 

Very good — so far as the nearest relatives go; but ’when it comes 
to a distant one, the dead man’s silence cannot be interpreted as a 
presumed wish and a definite designation. 

(б) As an application of the alimentary obligation^ consecrated by 
nature and by all legislation in regard to certain relatives — chil- 
dren, parents, and husband and wife. Surely it is a duty towards 
those to whom we have given life, those from whom we have re- 
ceived it, and those with whom we have shared it. 

No doubt there are such obligations which death cannot ex- 
tinguish; but none the less the reason is inadequate, for if inheritance 
had no other foundation than the alimentary obligation it ought not 
to exceed the limits of an alimentary allowance. 

There is no sound argument, therefore, in favour of succession 
ab intestato, at any rate in the collateral line. It is a survival from the 
days when property still existed only in the family form. 

Yet even from the family point of view this kind of succession 
cannot be said to be useful in strengthening the family, especially 
when it goes counter to the express wishes of the head of the family. 
So true is this that the LePlay School, which aims at making the 
family the basis of the social order, expressly demands that testa- 
mentary freedom should be granted to the head of the family, or at 
least that the portion reserved for heirs of the blood should be very 
much restricted. 

Prom the economic point of view it must be admitted that this 
mode of succession has an ill effect rather than a stimulating one. 
It either releases the children from all need for effort, ];>y ensuring 
to them their paternal heritage without their having done anything 
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to deserve it, or else, by making some distant cousin succeed to the 
property of an uncle in America, it turns tbe legal devolution of 
estates into a lottery. 

Many economists, therefore, and even those who are not socialists, 
are desirous nowadays of abolishing succession ah intestato, at least 
in the collateral line. In France it was settled by a law of 1917, 
due to the war and budget necessities, to abolish it beyond the sixth 
degree of relationship, thus confining it to near relatives. 

§2 

The other essential attribute of the right of property, as we have 
said, is the right of free disposal. We have just quoted the definition 
in the French civil code: ‘‘The right to enjoy and to dispose of things 
in the most absolute manner.” In this definition, as all law students 
know, the one essential attribute of the right of property is the right 
of disposal — the jus abuteiidi, as the Roman law more forcibly ex- 
pressed it. Where this attribute is wanting, you have only the right 
of usufruct. But this right to dispose of a thing at one’s pleasure 
has not always been in existence. Property only gradually enlarged 
itself thus. In this respect it went through the same progressive 
development as in regard to its object. And the title of the Romans 
to fame, from the legal point of view, is simply that they gave to 
property this sovereign character which it had not previously en- 
joyed — and which, too, it is now beginning to lose, under the in- 
fluence of new ideas. 

So far as can be conjectured, the following is the order in which 
property became successively invested with its essential attributes: 

(а) The first right was probably that of making use of the goods 
— exploiting them by the labour of free wage-earners. That is the 
attribute that has had the most serious social consequences, because 
it gave rise to the “noble” class — the class of those who are freed 
from the toil of working for their daily bread and enabled to devote 
their lives partly to leisure and partly to such occupations as confer 
power and influence — otium cum dignitate — such as politics, let- 
ters, and art. 

(б) The right of giving seems to have been one of the most ancient 
modes of disposal of wealth — at least for transferable objects, — 
and to have preceded even the right to sell (see p. 185). In fact, if 
the owner has the right to consume a thing for the satisfaction of 
his own needs, why should he not have the right to let another man 
consume it? If he may destroy it, why should he not be able to give 
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it? Is it not the noblest and most enviable privilege belonging to 
the right of property to be able to share its benefits with others? 

(c) The right of selling and letting on hire seem only to have ap- 
peared much later — at least so far as landed property is concerned. 
Aristotle declared, in the fourth century b.c., that this is a necessary 
attribute of the right of property, but he does not seem to say that 
it was generally recognized as such in his day. Indeed, there are 
many reasons why it should not have been. To begin with, so long 
as property exists in the family form and under the seal of religious 

consecration — which was the character of ancient property 

alienation is impossible because it is an impious act on the part 
of any member of the family. Moreover, division of labour and 
exchange were not yet in existence, each family being self-sufficient; 
and movable wealth was scarce, and everyone kept it, sometimes 
even imtil it was buried with him in the tomb, so that in these cir- 
cumstances sale could only be an exceptional and abnormal act. 
Consequently, when it begins to appear, we find it surroimded by 
extraordinary formalities: it is a sort of public event. Thus the 
maneipatio had to take place before five witnesses, representing the 
five classes of the Roman people. 

(d) The right of bequest — ihsA is to say, the right of disposing of 
one’s goods after death by means of a will — is the culmination of 
the right of property, since it prolongs this right beyond death. It 
is not in any way an application or an extension of the right of suc- 
cession, as might be imagined. On the contrary, the right of dis- 
posing of one’s possessions at death, far from being connected with 
succession ab intestato, has always been found in conflict with it 
(see above, p. 344). There has been a struggle between two con- 
ceptions — that of supreme individual ownership progressively ex- 
tended till it includes testamentary freedom, and that of the ancient 
family ownership, the family property being retained, each head of 
the family receiving it in turn as a trust, and being obliged to trans- 
mit it to the succeeding generation. It is thought that even at Rome, 
where individual ownership developed with such vigour, a father 
had no right of bequest preiuous to the Law of the XII Tables 
(450 B.C.). The testamentary act was surrounded with solem- 
nity; it had to be performed by taking to witness (testamentum) the 
people assembled in their tribes, thus borrowing the sacred form 
used in the promulgation of laws — uti pater legassit, ita jus esto, 
said the Law of the XII Tables {legassit, has made a law!). All 
this shows clearly enough that the act was not an everyday per- 
formance. The law nowadays has singularly lowered the dignity 
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of this right by allowing a will to be made by a holograph instrument, 
as it is called — a simple document without any other formality than 
the date and signature.^ 

This conflict ended in some countries, such as the United States, 
in the complete victory of individual ownership in the shape of ab- 
solute testamentary freedom. But it was not the same everywhere, 
and in France under the rule of the Napoleonic code testamentary 
freedom is limited,^ to the benefit of certain heirs to whom the law 
assures a minimum portion of which the testator cannot deprive 
them. Fathers of families, it is true, generally use their freedom 
reasonably enough, and rarely disappoint the hopes of their natural 
heirs in other words, testamentary succession only confirms the 
results of succession ab intestato. In France it very rarely happens 
that a father uses even the limited power that the law allows him to 
dispose of the “disposable portion” of his property. It is only when 
there are no children, husband or wife, or near relations that the 
testamentary right has free scope, and it must be acknowledged that 
it is not always used in an intelligent manner. This right of bequest 
is a formidable one, in that it enables an individual to make a per- 
petual settlement without the possibility of any reconsideration of 
the decision. There are few men who are capable of exercising so 
high a function as this. 

It is indisputable, however, that a man’s power to dispose of his 
wealth not only during his life but even after his death is a powerful 
stimulus, if not to production — for bachelors are no less anxious 
to get rich than married men, — yet at any rate to saving. There 
are many men in the world — to the honour of the human race be 
it said — who work and save less for themselves than for others. 
If you compel them to think only of themselves, they will work less 
and spend more. In this case much wealth will be selfishly squan- 
dered in unproductive consumption, and many years will be with- 
drawn from productive labour by premature retirement, 

5 But though property, through the attributes just enumerated, has 
given an impetus to the production of wealth, and thereby to civ- 
ilization, which undoubtedly nothing could have replaced, it is far 
from being the case that the same benefits can be attributed to it 
so far as the distribution of wealth is concerned. Although it is 

^ [This is the simplest, but not the only kind of will permitted by French law; 
in England, of course, the signatures of witnesses are also ordinarily required.] 

2 [In England there is absolute testamentary freedom: every man is allowed to 
dispose of his property, of whatever kind, in whatever way he pleases.] 
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the foundation of the social order, as it is said, this right of property 
becomes the cause of profound but inevitable disturbances. 

To begin ^dth, ownership of a product becomes transformed, if 
only by the right of exchange, into ownership of the value of that 
product. In the same way, property is subjected to all the fluctu- 
ations of supply and demand, all chances, fortunate and unfortunate, 
all the tricks of fortune and luck, and takes on that unstable and 
uncertain form that characterizes wealth in modern societies. And 
even supposing that it originates in the individual labour or saving 
of its first author, it will often be dijGBcult to discover the original 
title amid the transformations wrought by exchange. 

The power to lend, to lease, or to rent property has created the 
class of rentiers — those, that is to say, who are able to live on the 
income of their capital or land, which is made use of by another 
man^s labour, without needing to work themselves. Besides this, 
it cannot fail to give rise to many conflicts — between creditors and 
debtors, between rural landowners and farmers, and between urban 
landovmers and their tenants. In the first two cases the conflict 
has been of great importance in economic history, and even in po- 
litical history; the third case is more recent, but looks like being no 
less violent. 

The right to make use of property creates a division of society into 
two classes, wage-earners and employers — the former working in 
the service of others, and the latter, in appearance at least, appro- 
priating the fruits of their labour. It thus prepares the way for the 
struggle between labour and capital. 

Finally, by its attribute of perpetuity, the right of property neces- 
sarily outlives the original owner and passes to his heirs, who will 
be unable to show the same personal title to it. Many men will 
find themselves owners of wealth that they have not themselves 
produced, but which may be presumed to have been the produce of 
the labour of their ancestors in a more or less distant past — a pre- 
sumption not readily admitted by the “disinherited.” 


CHAPTER II — THE SOCIALIST MODES 

I. THE SOCIALIST SYSTEMS 

Since the existing mode of distribution seems in several respects 
to conform so little to the idea of justice, and even to be unsatis- 
factory from the point of view of social utility, it is natural that men 
should in all ages have been in search of a better one. Thus arose 
all the socialist systems. 

We have already spoken of socialism when we described the pro- 
grammes of the different schools,^ 

It was the inequality of wealth, whose glaring manifestations we 
have already described, that most strongly impressed the plain man 
at the beginning. That is why socialism in its primitive forms aimed 
only at establishing an equality of shares: it was communistic so- 
cialism. 

This childish mode of distribution seems to have prevailed in the 
very remote past, for all the ancient lawgivers whose names have 
been handed down to us in history or legend — Minos, Lycurgus, 
Romulus — appeared to have adopted an equal division of the land, 
if not among individuals, at any rate among families. And since 
this original equality was necessarily destroyed in the course of a few 
generations, it had to be established afresh by new divisions. Such 
a system as this was possible in primitive communities comprising 
only a small number of citizens and having only one kind of wealth 
— land. But it had very little chance of coming to life again in the 
decrees of the Russian Bolshevists. Yet some trace of this naive 
idea remains at the bottom of all socialist systems. For they all 
take it for granted that there is more than enough wealth for every- 
one’s needs, and that if there are any who are poor it is simply be- 
cause their share has been taken from them by the rich. All that 
is necessary, therefore, is to take back what the rich have unjustly 
seized, either by expropriation, as the revolutionary socialists main- 
tain, or by progressive taxation, as is advocated by the more moderate 
reformers. Such, at any rate, is certainly the popular feeling. 

Nevertheless it was quickly seen that inequality of wealth is only 

1 See what has been said already in the Introduction, Chapter II. 
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an effect, and that we must go back to the cause,, which is the right 
of property. ■ 

But though all modern schools of socialism have this in common, 
that they wish to modify the system of individual ownership, they 
differ from each other as to the more or less absolute character of 
these modifications. 

The majority of socialists, even those who nowadays call them- 
selves communist, are content to demand the limitation of the right 
of private property, either in the matter of its object or in regard 
to its attributes. 

As regards the first, they allow the right of private property to 
aU wealth that serves only for consumption — for the satisfaction 
of personal wants, — and only demand the abolition, or, to use the 
right term, the “socialization,” of goods that serve for production, 
namely, capital and land. Yet a part even of these might remain 
subject to private ownership, as we shall see. 

As regards the second form of limitation, they demand the abolition 
either of inheritance, or of lending at interest, or of all profit-making 
enterprise. 

The socialist schools differ also as to the means they wish to employ 
to carry out their programme; these range over the whole scale, 
from the most violent to the most moderate. The chief methods 
advocated are as follows: 

(1) Expropriation, immediate or deferred, either by decree, as 
the result of a successful revolution, as in the case of the Bolshevists 
of Russia; or even by a law voted in proper form as the result of 
elections giving a majority to the socialist party — what is called 
the conquest of public powers. 

This expropriation might be carried out either without indemnity, 
or with an indemnity, like those that are actually paid “in the in- 
terests of public utility.” It is thought by revolutionaries that 
landowners and capitalists would not be justified in demanding 
an indemnity when they were mei'ely being deprived of the privilege 
they have enjoyed for hundreds of years of exploiting the workers 
and consumers. But the moderates reply that since property has 
been established under the guarantee of the law — that is to say, of 
the national will it is the duty of a community to respect engage- 
ments entered into in the past. At the same time it could not suit 
even moderate collectivists to pay these indemnities as they are 
paid in existing cases of expropriation, in the form of capital to re- 
place the property of the expropriated owner, and to be invested 
to produce an equator greater income, for in this case the economic 
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situation would not be changed at all: capitalist producers would 
simply have been replaced by capitalist rentiers. Instead of this, 
the indemnity would be paid in the shape of consumption goods 
that would disappear when used, like the money that a spendthrift 
keeps in his cash-box without investing it, and on which he draws 
according to his needs until the cash-box is empty. Consequently, 
when these goods were all spent, their owner wmuld be left to fall 
back into the ranks of the mere proletarians who have nothing to 
live on but their labour. 

(2) The gradual socialization of property by the abolition of the 
right of inheritance, whether testamentary or ah intestato. This 
might be deferred to the second or third transmission of property, 
to make the transition easier, or it might even disinherit only future 
heirs, who are not yet born when the expropriation law is passed. 
Thus no living person would be despoiled, and as for those who are 
not yet in existence, what right would they have to complain? 
No one can have a right that was acquired before his birth. 

(3) A progressive tax, either on income, capital, or succession, 
at such a rate as to bring about actual expropriation. Nor are we 
far from this now, if we consider that as a result of the war the interest 
on loans represents in several countries a charge of more than two- 
thirds on very large private incomes. 

II. THE PRINCIPLES OF DISTRIBUTIVE JUSTICE 

Suppose the end attained and property abolished. It remains to 
find out what is to replace it. We have seen (p. 332) that in exist- 
ing society every one is remunerated by the value created, but that 
as these values are determined by the law of supply and demand, 
in which chance plays a large part, we cannot find there a principle 
of distributive justice, though economists think they have discovered 
it in the equivocal formula, to each according to the services he has 
rendered. We must therefore seek some other principle of distri- 
bution. Three of them have been proposed. 

1. To each according to his needs. 

This principle assumes that wealth is superabundant, or else that 
each of the guests seated at the common table will help himself 
with discretion, like well-bred people at a table d'hdte. But unfortu- 
nately the first and even the second of these hypotheses are purely 
utopian. Without denying this fact, communist socialists reply 
that if wealth is now insufficient the fault lies simply with the prop- 
erty system, but that under a communist regime wealth would mul- 
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tiply so abundantly that it could be freely drawn upon, like water 
from a spring, and piled up in heaps. 

There is nothing to justify these fancies. Everything leads us 
to believe, on the contrary, that the amount of wealth will always 
be inadequate for our needs or our desires, especially since, in virtue 
of a psychological law that is everywhere proved to be true (see p. 
34), these desires increase in proportion to the facilities that we dis- 
cover for satisfying them. The piling-up of wealth, then, is impos- 
sible, and it is rationing that must be enforced. Now though the 
war taught us to practise this system, it has not given us a taste for 
it. 

Another thing that we learned during the war was the amount of 
regulation and control and the number of penalties required to make 
this equalitarian system work, and the amount of fraud to which it 
gave rise. 

None the less, the communist system has not infrequently been 
tried, and it would be incorrect to say that it has always failed. 
But the experiments that have been made confirm what has just been 
said: that where communism seems capable of realization it is under 
conditions that are the very reverse of the ideal of absolute freedom. 

In the first place, communism has only been practised in small 
communities^ not exceeding a few hundred or a thousand members. 
This is generally admitted by communists themselves, for Fourier 
fixed upon 1500 as the maximum number of persons for his phal- 
anstery; Owen made it between 500 and SOOO; and for the anarchists 
the basis of the communist organization is the self-governing com- 
mune, with the State abolished.^ The reason for this is very simple: 
as the number of members increases, the smaller becomes the interest 
of each of them in the success of the society. When it is very small, 
each one can hope to benefit to an appreciable extent by his personal 
efforts, but in a communist society embracing, say, aU Frenchmen, 

each member would be interested only to the extent of -- th, 

which would be too minute a fraction to stimulate anyone^s zeal. 

On the other hand, if a communist nation were to be divided into 
as many societies as there are parishes, then there would be rich 
communes and poor ones, and personal inequality would be replaced 
by group inequality. 

Secondly, these commimities must be subjected to a very severe 

^ Ali the communist communities in the United States have only a very small 
number of members. This was one reason for thinking that a co mmunis t system 
would not be feasible in such a vast country as Russia. 
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disciplineJ- It is easy, indeed, to see beforehand that community 
of life and equality of treatment must be incompatible with any 
encroachment on the part of individuals seeking to consume more 
than their share, and with any desire for freedom to neglect their 
task. And experience confirms this view, for all establishments in 
which community of life prevails — convents, barracks, and schools 
— - are also those in which obedience is strictly required. It is even 
noticeable that in all cases of comparative success it is almost always 
the religious sentiment carried to the extreme of fanaticism that 
has alone been powerful enough to maintain in these communities 
the discipline indispensable to their existence. All the communist 
societies of the United States except that of the Icarians, which has 
made no progress, are religious sects, and the Jesuit republics in 
Paraguay^ — the one great example of communism that can be 
cited, for its extent and length of life — constituted a veritable 
theocracy. 

Finally, all these communities have remained poor, or at any rate 
the conditions of life among their members is not appreciably better 
than those of the average inhabitants of the country where they live, 
so that the piling up of wealth seems somewhat ironical: on the 
contrary, a rigid economy is imposed upon them. This is not to 
say, however, that there may not be some perfectly happy people 
in these communities, and some increase in the number of these 
lay monasteries is not improbable. 

2. To each according to his capacity. 

Saint-Simon^ — a socialist, if you like, but one whose socialism 
was of an aristocratic and capitalist kind — was very far from wishing 
to do away with manufacturers, great employers, and even bankers. 
On the contrary, he wished to confer upon them the government of 

^ The history of the republic of Icaria is most instructive on this point. New mem- 
bers strove continually to escape from a rule that they found intolerable, and Cabet 
struggled vainly to obtain dictatorial power in the interest of the community. See 
the Rules of the Icarian Colony (1856): “Art. 4. Be prompted by devotion to the 
community .... Art. 16. Bind yourself to perform the work assigned to you by 
the management .... Art. 26. Have no preferences or dislikes in the matter 
of food .... Art. 27. Bear with resignation the discomforts and inconveniences 
of life in common .... Art, 37. Submit to discipline, etc., etc.*’ 

[Etienne Cabet (1788-1856) was a French writer, the author of a utopian romance 
called Voyage en Icarie. He founded a communist society in America — the Icarian 
Colony referred to above. It is not now in existence.] 

^ [“This social system was of short duration, being prematurely destroyed by dip- 
lomatic arrangements and foreign force.” (Mill, Principles of Political Economy, 
Book II, Chap. I, § 4.)] 

3 [1760-1825, see Mill, loo. cit.\ 
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society, UHder the control of a chamber of learned men.^ The Saint- 
Simonian school did not take exception to inequality, but it wished 
to replace artificial inequality by the inequality due to individual 
merit. And this is the meaning of their celebrated formula: ‘^'To 
each according to his capacity; to each capacity according to the 
work it accomplishes.’^ 

But the difficulty is to find the means of measuring capacity, and 
even of estimating the value of each man’s work. Is the judge to 
be appointed by goverment nomination, by examination or com- 
petition, by election or co-optation.^ All these methods have 
proved so defective wffien tried that from sheer discouragement the 
question has arisen whether drawing lots would not be as good a 
plan, as in the case of choosing a jury. 

Moreover, even supposing that we could discover an infallible 
criterion of talent, is it quite certain that such a system of distribution 
according to capacity would be most conformable to justice? It 
might well be maintained, on the contrary, that intellectual su- 
periority ought no more to be a title to 'wealth than physical superi- 
ority. It aheady constitutes a privilege that is enviable enough in 
itself, and need not be still further intensified by the addition of a 
new privilege — the right of demanding a larger share of material 
wealth.^ 

S. To each according to his work. 

The principle of distribution advocated by contemporary schools 
of socialism is, to each according to his work. But this principle is 
subject to two very different interpretations, according as the word 
“work” is taken to mean the amount of trouble taken — the effort 
employed — or the result obtained — the work accomplished. 

By collectivists and working man socialists the principle is generally 
understood in the first sense. In Marxian socialism this principle 
of distribution is perfectly logical, for it is bound up with the Marxian 
theory which makes work the sole foundation of value.^ But if, as 
we have pointed out, and as almost aU economists believe nowadays, 
labour is only one of the elements of value, and if the real basis 
of value is final utility or desirability (p. 47), then the Marxian 

^ Saint-Simonism has sprang to life again since the war. It has for its organ a 
review, which has taken the name of the old Saint-Simonian journal, Le Producteur, 
and in which business men, technical experts, and intellectuals collaborate. 

2 In the words of M. Renouvier: “According to public opinion, it would seem that 
the cleverest and most intelligent man is a kind of natural creditor to ordinary mortals. 
But therein lie serious errors against the moral law.'* {Morale^ Vol. II.) 

3 “The quantity of labour is measured by the time it takes.” The labour that 
makes up the substance and the value of goods is equal or indistinguishable labour 
— the expenditure of the same amount of energy. (Karl Marx, Das Capital,) 
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system of distribution no longer squares with reality. Value will 
not allow itself to be bound on the bed of Procrustes where it is sought 
to place it. I might indeed receive in exchange for my labour a 
number of tickets or orders equal to the number of hours that I 
have put in; but no one could guarantee that in exchange for these 
tickets I could obtain products representing the same number of 
hours of labour, for no one could ever prevent a scarce object from 
being worth more than an abundant one, even if it cost the same 
number of hours of labour. 

Besides, is it in accordance with social justice that each should be 
rewarded in proportion to the amount of trouble taken — to the num- 
ber of hours and minutes measured by the clock? Is it not rather 
a case for repeating with MoliSre’s Misanthrope: 

“Time, my good sir, is qiiite beside tbe point”? 

But if the principle, “to each according to his work” is taken in 
the second sense — to each according to the results of his work, so 
much the better for the man who succeeds, and so much the worse 
for him who fails! — then it is quite a different matter. Such a 
principle may be accepted as the best from the point of view of social 
usefulness, but from the point of view of justice it can scarcely be 
regarded as other than a makeshift. A justice that looks only to 
results, independently of efforts and intentions, is no justice in the 
higher sense of the word. We may even say that the principle thus 
interpreted is scarcely different from the one that already governs 
the distribution of wealth, in the existing economic order of things, 
for on the whole everyone receives as his share the value of the 
products or services that he can put into the market, as this value 
is determined by exchange. Many socialists, however, would be 
content with this, for it would be a step forward at any rate if we 
could eliminate or at least mitigate the thing that vitiates the exist- 
ing system — namely, the excessive influence of good and evil luck, 
by which success is determined — and bring back all the independent 
social opportunities of individual effort (see p. 329). 

Having given these general explanations, we must now set forth 
briefly the characteristics of the chief contemporary schools of 
socialism. 


III. COLLECTIVISM 

Collectivism differs from communism in not demanding the gen- 
eral abolition of individual property, and even claiming to strengthen 
it by making personal labour its basis.^ But with this object it 
1 Collectivism is of fairly recent date. It was Pecqueur (1838) and Vidal (1846) 
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desires to restrict property to products and to abolisk it so far as it 
applies to the instruments of production. And even in the matter of 
wealth that serves for production, collectivism does not demand at 
present that all which is employed productively should be held in 
common. It requires this only for those goods which are exploited 
collectively — that is to say, by means of wage-earning workers. Thus 
the land cultivated by the peasant, the fisherman’s boat, and the 
artisan’s stall, although instruments of production, would not be 
socialized but would remain individual property, because they are 
still under the regime of individual production, for as long as they 
remain so.^ It is only capital and land exploited by labour, then, 
whether by individual entrepreneurs or by joint-stock companies, 
that are to be withdrawn from private ownership and socialized. 
But what are we to understand by this last word? 

It is usually said — sometimes even in books — that to ‘‘socialize” 
nieans to place everything in the hands of the State. But this is 
not so; socialization does not mean State ownership.^ The State 
as it exists to-day — the government, as it is called — representing 
the owning or bourgeois class, is to be replaced by a purely economic 
government, resembling the administrative council of the feder- 
ations of consumers’ co-operative societies: it will be simply the 
central organ of organized labour. 

in France wlio first drew the distinction between instruments of production and ob- 
jects of consumption which is the characteristic feature of the system. The first 
aggressive statement of the doctrine was made by Marx and Engels, in 1847, in their 
Manifesto of the Communist Party. It was Karl Marx, in his famous book Das Capital 
(of which the first volume was published in 1867 and two others after his death by his 
companion Engels), who gave the doctrine its critical form by providing it with all 
the weapons it employs in its attack upon the existing organization of society. 

Although collectivism is often called Marxism from the name of its most illustrious 
theorist, yet all collectivists are not Marxians: in fact we find them dissenting more 
and more from Marxism. 

1 It is owing to this distinction that the collectivists seek in their programmes to 
reassure the small producers and peasants who would have been frightened by the 
prospect of a general expropriation. By confining expropriation for the time being 
to owners who employ paid labour — that is to say, to the rich — they reassure the 
others, but they neglect to add that their turn will come later on. 

It is just this distinction that has been applied in the decree of expropriation issued 
by the Russian revolutionists, but only after the failure of their attempts at a general 
socialization of the land. 

Moreover we know (p, 107) that collectivists do not regard the instruments of 
production as capital so long as they are in the hands of the workers. They are logical 
in making this distinction, therefore. 

2 In the earlier part of this volume (p. 24) and in every edition of this book we have 
warned our readers against this very common mistake. 
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But without stopping to define what the collectivist State will 
be, let us merely ask what it will do with the means of production 
when they are freed from individual appropriation. How will land 
and capital be exploited by the new State. Information on this 
point, though essential, is not very precise nor even very concordant. 
Even the ^‘scientific” socialists generally refuse it, because they 
consider that all forecasts and anticipations of what will happen 
after the Revolution should be left to the writers of social novels. 
Nevertheless we may conclude from the criticisms levelled at exist- 
ing business methods, both capitalist and governmental, that the 
exploitation of land and capital is to be entrusted to the workers 
themselves, organized in federations. 

To distinguish itself from all the other socialist systems that have 
preceded it, collectivism calls itself scientific socialism — meaning 
thereby that it claims to be a demonstration rather than a system. 
It does not set up a desirable ideal of justice and fraternity; it does 
not proclaim what ought to be; it claims to say what is. The pro- 
gramme we have just described — socialization of the instruments 
of production — is not a solution arrived at by an effort of the imagi- 
nation, like Fourier’s visions: it is offered as the system that economic 
evolution itself is in process of realizing, and that will force itself 
upon modern communities either to-morrow or the next day^ — 
peacefully, if they yield to it, and by force if they resist: volentem 
ducunt, nolentem trahunt And this is how they prove it: 

In former times, ownership was an individual matter because 
production was so too. There was harmony between the mode of 
production and the mode of distribution. The small workshop of 
the Middle Ages is an instance. But to-day, as a consequence of 
the development of industry, commerce, and ownership on a large 
scale, — that is to say, by the law of concentration of business under- 
takings — individual production is every day disappearing to make 
way for collective production. Witness the great factories, the 
mining industry, and the railway companies. 

But distribution, on the other hand, continues to be based on in- 
dividual ownership. Between the system of production and that 
of distribution, therefore, there is an antinomy, a sort of fissure that 
goes on growing larger and that may at any moment cause a rupture 
of equilibrium and the destruction of the existing capitalist regime. 

Collectivists are reproached with wishing to expropriate the rich. 
But, they reply, whither is laisser faire leading us? To an approach- 

^ This conception of an evolution entirely determined by economic necessities is 
called historical materialism. 
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ing social state in wMch all small producers will ham been expro- 
priated by the large ones. Then class consciousness’’ will awaken 
— that is to say, the realization by the proletarians of their rights 
and their power — and what will be the result? It will be this: 
the expropriated having become almost the whole population of 
the country, and the expropriators, by the very success of their 
labours at concentration, being only a handful, there will necessarily 
come a day when, either by force or simply by the legal conquest 
of public power, the expropriators will in their turn be expropri- 
ated for the benefit of all — for the benefit of society, or of the nation. 
Then harmony will again be established between production and 
distribution, and the logic of evolution will be satisfied — the logic 
that demands that a collective mode of appropriation should corre- 
spond to a collective mode of production. 

Collectivism may therefore be summed up thus: its object is 
the progressive socialization of the instruments of production; and 
its method is class warfare — workers against capitalists and the 
working class against the bourgeois.^ 

Now, in the first place, this proud claim of collectivism to be an 
anticipation of economic evolution, as inevitable as destiny, cannot 
be accepted. The supposed historical law on which all collectivism 
is based — namely, the gradual transformation of all individual pro- 
duction into collective production — is only a generalization that 
is far from covering all the facts and is even contradicted by many 
of them. In agriculture, for instance, despite the aiBSrmations of 
collectivists, we can find no decisive proof of this evolution. On 
the contrary, we see the land being more and more divided and the 
size of the farm growing smaller and smaller, as the density of the 
population increases and intensive cultivation develops. The share- 
holding system has not been applied to landed property, save in 
altogether exceptional cases. Nor can we say even in the case of 
manufacture that small-scale industry is disappearing before large- 
scale, for it is developing at least as much as the latter. There is 
nothing to prove, therefore, that this general expropriation of in- 
dividual producers for the benefit of a small number of collective 
undertakings when these are ready to capture the nation, will ever 
take place. Thus “the logic of evolution” is wanting — and this 
upsets in its turn the logic of collectivism. 

^ This phrase, “class warfare,” does not necessarily imply an armed struggle and 
civil war, any more than the strife of parties, of churches, or of tongues. But it does 
imply the final eluning tion of the capitalist class. 
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Again, the opposition between a mode of production that is be- 
coming collective and a mode of distribution that remains individual, 
is an antithesis that is more apparent than real. In reality, the two 
are becoming transformed on parallel lines. In business enterprises 
on the joint-stock system, which is becoming increasingly general, 
it is not only production that is becoming collective, but property 
as well, for the latter is distributed among a multitude of shareholders 
who are generally more numerous even than the workmen employed 
by the company. 

This separation or cleavage of society into two superimposed layers, 
the one growing more and more numerous and poorer, the other 
more and more wealthy and less numerous, together with an increas- 
ingly violent opposition of interests between the two sections — 
all this is merely a rough and ready sketch of a social system that 
is far more complex. There are not two classes in society but a 
large number, and their interests are so closely interwoven that the 
gigantic duel described as “class warfare’’ takes the shape in reality 
of a large number of separate conflicts. 

The result is that the power of resistance of the possessing classes 
to ultimate expropriation — that is to say, to the socialization of 
their possessions — is not growing weaker, as the collectivists affirm : 
it seems rather to go on increasing. The millions of smaller folk — 
employees and servants, workers in town and country alike — who 
have bought government stock, municipal bonds, or even railway 
shares, are as tenacious of their property as the peasant is of his 
land — and their number is increasing every day.^ They would 
naturally ask nothing better than to add to their small holdings a 
share of the property of the rich if it was a matter of equal distribu- 
tion, but they would not be inclined to give up what they have, 
however little it may be, in exchange for a useless, indeterminate, 
collective draft on the national capital. 

But setting aside the question whether collectivism would be 
simply an application of a natural law of economic development, 
it remains to see what its results would be, regarded as a practical 
solution of the problem of distribution. Now in this respect it lays 
itself open to many criticisms. 

(1) Given the kind of wealth that would be left in private owner- 
ship — namely, personal consumption goods — the result would be 

^ The war has increased the number of stock-holders to an incredible extent, and 
particularly of small stock-holders, for the most numerous subscribers to loans are not 
the great capitalists. There can scarcely be anyone who does not hold some portion 
of the millions of stock issued by the various governments during the war. 
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that the right of property would be reduced to that one of its at- 
tributes wh^ch is most individualist. The so-called owner could 
neither seM nor lend his share, nor could he use it to set anyone else 
to work: he could only eat it, keep it, or perhaps give it away — 
in any case he would be forbidden to put it to any other use than an 
unproductive use.^ No doubt the attributes that would be cut off 
are those that enabled property, in many cases, to become an in- 
strument of exploitation; but they are also those that made it an 
incomparable instrument of production. 

(2) It is not only all productive employment of wealth in business 
that would be stopped: it is also all formation of new capital by 
saving. For even supposing that some workers continued to save 
a portion of their income in the form of labour coupons, they could 
not think of investing it, for this would be strictly forbidden. They 
would only be allowed to hoard it unproductively and without any 
social utility. Could they even lend it to the nation.^ Gratuitously, 
perhaps; but there would be little inducement to do that. And 
since the national capital would still have to be maintained and in- 
creased, what source would be substituted for private saving? Pub- 
lic saving, we are told. The nation would do what all financial 
organizations do to-day — it would deduct 10% or 20% from its 
income to be set aside as a reserve fund. Very good! only we should 
have to assume this government to be unlike all those that had 
preceded it: it would have to be economical and thrifty — in short, 
when once it had become collectivist, it would have to acquire all 
the virtues of the bourgeois. 

(3) The suppression of individual property — or, where it nom- 
inally continued, the suppression of the right of free disposal — 
could not fail to bring in its train innumerable restrictions on in- 
dividual freedom, if only to prevent individuals from trying to 
make use of their mutilated property. Under the existing system 
there are some individuals at least, not only among the rich but also 
among the poor, who are independent producers and make their 
way in freedom. Under a collectivist regime they would no longer 
exist: the only producers would be those who produced for the nation 
and under the nation^s orders. They would not be called wage- 
earners, or even officials, because each of these liberated proletarians 
would be regarded as his own master and as working on his own 

^ Could lie even use it to set himself to work independently? Perhaps he could — 
provisionally, and so long as there were any independent producers; but logically he 
could not, for all individual production ought ultimately to be replaced by social pro- 
duction. 
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account. Very well; but this is merely a question of terms.^ In 
the consumers’ co-operative society, that is often pointed out to us 
as an anticipation on a small scale of the great collectivist society 
of the future, the workers and employees regard themselves simply 
as wage-earners, and even go on strike occasionally. 

IV. SYNDICALISM 

Syndicalism is not so much a doctrine as a movement; or, if it 
is to be regarded as a doctrine, it should be classed along with prag- 
matism — the fashionable modern philosophy that seeks for truth 
in practical action. Attempts have been made to present syndica- 
lism as a deduction from, and a realization of, the Marxian doctrine 
— as a kind of neo-Marxism; — but, if it is so, it is quite an un- 
conscious one so far as the syndicalists are concerned, for very few 
of them certainly have read Karl Marx, and it is the intellectuals 
who have pointed out this relationship. In many respects it is 
rather from anarchism that the militant syndicalists have drawn 
their inspiration. The essential features of resemblance and differ- 
ence between the two schools, however, are as follows. 

(1) Syndicalism is exclusively a worhmarCs socialism. It is in 
this respect that it may be regarded as derived from Marxism, for, 
as we have already seen, the strength of Marxian socialism — or 
social democracy, as the Germans call it — lies in its having made 
itself the organ of the demands of the working classes. On the other 
hand, syndicalism differs in this respect from anarchism, for the 
latter was rather a speculative and political doctrine, and drew its 
recruits from intellectual circles. But syndicalism differs also from 
Marxism in taking no interest in theories about the evolution of 
property: its motto is the abolition of the wage-system. 

(2) The foundation of the syndicalist system, as its name indicates, 
is the syndicate. The reason is simply this: as the syndicate, by its 
very definition and also by its legal constitution, is a professional 
association that admits none but workers in the same trade, all 
bourgeois and political socialist elements are forcibly excluded from it. 

None the less, the isolated syndicate is too much impregnated by 

^ The question of the remuneration of labour (if we must not call it wages) under the 
collectivist system seems difficult to solve. Attempts have often been made , (see 
the works of Thompson, Owen, Rodbertus, etc., and especially Georges Renard, Le 
Regime socialiste) to find a mechanical method of automatically ensuring a distribution 
proportional to labour. But for an automata mechanism we can scarcely imagine 
any other than the law of supply and demand. And the new Marxism itself recognizes 
this nowadays. 
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selfishly corporate interests to represent the general interests of the 
working class. The direction of the movement must therefore be 
in the hands of federations of syndicates, and, still better, in those 
of the general confederation of all the syndicates — the celebrated 
C. G. T. {Confederation Generale du Travail),^ 

By means of propaganda, of the strike weapon, and even of sabot- 
age, if necessary — though working class opinion is much divided 
on the subject of this last method of warfare — syndicalism aims at 
making the position of the employer untenable, so that the employ- 
ing system shall be destroyed or shall abolish itself — as will happen 
when the employer finds that business no longer brings him anything 
but trouble and loss. Then the game will be won, and, say the 
syndicalist manifestoes, “the syndicate, which is to-day an organ- 
ization for resistance, will in future be the unit for production and 
distribution, and the foundation of social reorganization.” Then 
all profits, rents, and benefits will belong to labour, save for the 
needful deduction for the common wants. 

But the elimination of all industrial leaders, employers, landowners, 
and capitalists, and their replacement by administrative committees, 
the organs of the workmen’s syndicates, is just the kind of thing to 
awaken the liveliest apprehensions among those who have some 
experience of the low standard of economic education among the 
working classes; and this has been recognized by more than one 
syndicalist leader. There is reason to believe that the many com- 
plaints made against State business undertakings would apply even 
more forcibly here. 

This programme is founded on the assumption that the working 
class is everything, because by its labour it is the sole producer of 
wealth. Now this foundation is only a sound one if the labour 
theory of value is admitted to be correct. If, on the contrary, it is 
held to be incorrect, or at least incomplete and containing only a 
part of the truth — and such is the opinion of most economists to- 
day (see pp. 43-54) — then syndicalism is wrong as to the omnipo- 
tence of labour, and cannot aspire to solve the social problem by 
itself. In fact, all the industrial progress and all the vast increase of 
wealth during the past century have been due to the initiative and 
the invention of those business leaders and intellectuals whom it is 
intended to eliminate as parasites. Will it be any different in the 
future? It is not impossible; yet if this elimination must take place, 

i The C. G. T. has now split into two sections, a rival General Confederation 
having been formed by the extremists, calling themselves communists, as a result of 
the Russian revolution. 
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it may be expected that the result of the war will be to postpone it 
rather than to hasten it; for the necessity of rebuilding the ruins 
and replacing the immense amount of wealth that has been de- 
stroyed, will be too urgent for it to be possible first to eliminate those 
by whom this wealth was created. 

V. CO-OPERATION 

The necessities of practical life, more powerful than systems, fiave 
given rise spontaneously in different countries to a whole crop of 
associations, infinitely varied in their nature, each kind being adapt- 
ed to one special end, but all alike in the possession of certain general 
characteristics now to be described. Thus in England there are 
consumers’ co-operative societies; in France, co-operative societies 
for production; in Germany, co-operative credit societies; in Den- 
mark, rural co-operative societies; in the United States, co-operative 
building societies, and so forth. All these associations have already 
begun, although at present to a limited extent, to carry out several 
of the most important requirements of socialism; and meanwhile, 
what is not to be despised, they have procured a very real improve- 
ment in the conditions of life of those who have made trial of them. 

The war, which seemed as if it must bring them to ruin, has on 
the contrary given them a tremendous impetus — especially con- 
sumers’ societies. This is to be explained in part by the rise in prices 
and the scarcity of commodities, which have made these societies 
into havens of refuge for consumers. But more than that: govern- 
ments and municipalities in many cases have had to have recourse to 
them, because they have shown that they practise a superior mode 
of distribution, and the only one that could ensure what government 
regulation had been powerless to realize — namely, a fair price. 

But is co-operation really to be classed among the socialist systems 
— even if we change its name to co-operati,9m? It does not appear 
so at first sight, since none of the various forms of association just 
enumerated aims at abolishing property or even at adopting a new 
principle of distribution. They are sober and sensible associations, 
legally constituted as joint-stock companies, and their object seems 
therefore to be not to abolish individual ownership but to make it 
universal, by making it accessible to all by means of interest coupons. 
They make no war on capital; on the contrary, they greatly value 
its services, seek for it, and almost always remunerate its services 
by paying interest on it. 

It is owing to this social pacifism that socialists refused for a long 
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time to recognize co-operation as a member of tlieir family, looking 
upon it as a bourgeois institution, disguised in order to lead true so- 
cialists astray. But, as we shall see presently, they have now aban- 
doned this mistaken opinion. 

(1) In fact, though it is true that co-operative societies have no 
desire to abolish property or capital, yet they all aim at depriving it 
of its directOTship in production, and, at the same time, at taking 
from it the portion that it deducts on the very ground of that directing 
power. Their object is the abolition of profit — whether their rules 
forbid the making of any profit, or whether they place it in a reserve 
fund. And even those societies that do make profits restore them 
to their members in proportion to the amount of their purchases 
(or of their labour, in the case of co-operative societies for pro- 
duction), but never in proportion to their shares — that is to say, 
the capita! they have furnished. It is true that the use of share- 
capital, like that of borrowed capital, is generally paid for, but only 
by a moderate interest, and never by a dividend: and there are 
even some societies which pay no interest at all. If we remember 
that in joint-stock companies — the system that is extending so 
rapidly nowadays — it is capital that takes all the profits as well as 
the directorship of the business, reducing labour to the position of a 
wage-earner, we shall imderstand what a social revolution has been 
brought about by the co-operative system, which reverses the situ- 
ation, making capital in its turn play the part of wage-earner. 

So long, of course, as co-operative societies cover only a very small 
area of trade and production, this new system will be valuable merely 
as pointing out the path of progress. But if we imagine the co- 
operative society enlarged so as to embrace the whole nation, then 
the abolition of profit would effect a radical alteration in the dis- 
tribution of wealth. For profit, under the existing system, is the 
sole means of enrichment, and if it disappears the spring of all great 
fortunes will be dried up.^ 

(^) All co-operative societies are socialistic in the sense that their 
object is the economic emancipation of certain classes of persons, and 
their liberation from being exploited. The consumers’ society en- 
ables consumers to dispense with bakers, grocers, and other mer- 

^ Apart from certain cases of extraordinary gains made by doctors, barristers, artists, 
actors, and singers, it is a matter of common knowledge that fortunes are only made in 
business, which means out of profits. At the same time it is open to question whether 
a nation in which the stimulus of profit had disappeared would not find its productive 
activity slackening, and run the risk of sinking into the stationary state. This is 
indeed a serious objection, but we shall deal with it elsewhere (see below, Book III, 
Part II, Chap. I\ , and also a discussion on the subject in our book CoopSratisTne), 
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chants, by purchasing direct from the producer, or, better still, by 
making everything that they require themselves. The credit society 
enables borrowers to avoid the clutches of the money-lender by pro- 
curing the necessary capital for them direct, or even by enabling them 
to create it themselves by ingenious devices for saving and mutual 
assistance. The co-operative society for production enables the 
workers to do without employers by producing on their own ac- 
count and by their own means, by selling direct to the public and 
keeping for themselves the whole produce of their labour. This 
co-operative policy is generally described by saying that its object is 
the suppression of the middleman — meaning the intermediary 
who is a parasite. Of course every middleman is not necessarily 
a parasite — far from it, — but he becomes one as soon as it is 
demonstrated by co-operation that his services are needless. 

This elimination of the middleman who is interposed between pro- 
ducer and consumer, when co-operation comes to make him un- 
necessary, is evidently equivalent to expropriation — and that even 
without indemnification. However, this expropriation is effected 
not by coercion but by the normal method of free competition, in 
accordance with the rules of fair play, and without recourse to any 
of those devices that are too often employed in commerce — adulter- 
ation, advertising, window-dressing, discounts and premiums, 
sweating of employees, and so forth. If, therefore, the co-operative 
societies achieve success, we may say that their success will not be 
due to competition in the usual form of a struggle for existence, but 
to the kind that works by “selection of the fittest.” And if there is 
expropriation, it will not take the form of confiscation: co-operators 
do not say to the capitalist, “we are going to take your capital from 
you”; what they say is, “keep your capital; we shall not need it, 
because we are going to make it for ourselves.” 

But if co-operation resembles socialism in the features we have 
just indicated, it has other features which mark it off from socialism 
and give it a distinctive appearance. 

(3) To begin with, it does not look at things from the producer’s 
point of view, like socialists in general and Marxians and syndicalists 
in particular, but from the consumer’s standpoint. The profit that 
it seeks to abolish is not the tribute levied by the employer on the 
workman, but that levied by the merchant or manufacturer on the 
purchaser. It is true, of course, that it is the workers who make up 
the bulk of the consumers, and therefore their interests are the 
same; but these interests are regarded under a different aspect — 
as consuming power instead of labour power. 
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Further, and owing to this last feature, co-operation is not con- 
cerned with class warfare: it ignores it, because the consumer repre- 
sents no special class, but everyone, without distinction of profession, 
age, or sex: his interests, therefore, are simply the interests of the 
public. It is true that all co-operative societies do not make selling 
their object: production, credit, building, and so forth are the 
aims of some of them. But it is the consumers’ society that is be- 
coming more and more predominant, and tending to absorb the 
others, or at least to lay down the lines on which the movement shall 
progress. 

Co-operation goes farther than not encouraging strife: it may 
even be said that a characteristic of every great form of co-operative 
association is the abolition of all conflict — of any struggle between 
rival interests. Thus consumers’ societies do away with the con- 
flict between seller and buyer; building societies abolish the strife 
between owner and tenant; credit societies, the conflict between 
debtor and creditor; and societies for production, the conflict be- 
tween employer and wage-earner. 

(4) Finally, co-operation in all its forms — consumption, credit, 
or production — claims to exert a moral as well as an economic 
influence. In fact, it makes no appeal to revolution or even to 
coercive legislation to accomplish its work of emancipation; it relies 
on the moral forces of individual energy and the spirit of solidarity — 
forces that are generally opposed to each other, but are reconciled 
by co-operation — and therein lies its educational value, ^ Its motto 
is a twofold one : self help — the proud boast of providing for its 
needs by its own means, being its own merchant, its own banker, its 
own lender, its own employer; — and each for all — the desire to 
seek freedom not only for oneself but for others and by others, and 
not to wish for salvation alone. 

It is to this moral inspiration that co-operation owes its progress, 
as much as, and perhaps more than to its practical advantages. It 
was that which attracted the “Christian socialists” of England in the 
middle of last century; it was that which inspired the rural credit 
societies founded by Raiffeisen and his imitators; and it is that 
mystic element which is causing the co-operative movement to 
extend to-day, like a new religion, among the vast populations of 
Russia. 

^ One of tlie earliest co-operative societies founded at Lyons in 1835 took for its 
motto, Honest trade — meaning that its aim was to inaugurate the reign of truth and 
Lonesty in commercial relations. This in itself would be a great moral revolution. 
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THE VARIOUS CLASSES OF RECIPIENTS 

We have just considered the 'principles that determine the dis- 
tribution of wealth, both those that apply at the present day and 
those that have been proposed as substitutes. We must now turn 
to the persons who appear as claimants, and consider who they are 
and what share is demanded by each of them. It goes without say- 
ing that we have not to examine individual claims, but only those 
formulated by important groups or classes of the population, con- 
sisting of all who are connected by community of interests and there- 
fore have the same claim to participate. As the claims of the various 
recipients are mutually antagonistic we must expect to find them 
creating a permanent state of warfare between these classes. 

We shall take only the four typical classes of those who thus 
demand a share in the distribution: the landowner, who receives 
rent; the capitalist, who receives interest; the workman, who receives 
wages; and the entrepreneur, who receives profit} 

What is known as ‘‘the middle class” is not, economically speaking, 
a class at all, and does not require a separate chapter in the book of 
Distribution, since it has no claim to a share for itseK : each member 
simply retains the ownership of what he produces. 

^ Two other recipients ought also to be considered — namely, paupers and the 
State; for they both receive an appreciable share of the general income, the former 
in the shape of poor relief , and the latter in that of taxes. But these incomes are 
received at second hand. We have no space to deal with them here; see my Po/^Y^- 
ml Economy. 
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CHAPTER I — THE OWNERS OE LAND^ 

I. THE EVOLUTION OF LANDED PROPERTY 

Not only is property in land sanctioned by all modern systems of 
legislation, but it is regarded as the typical form of property. When 
we speak of “property/’ without any qualification, we are understood 
to mean landed property. Yet landed property is of comparatively 
recent date, and its establishment was even a matter of considerable 
difficulty. 

We may distinguish, in the development of landed property, six 
successive stages which we will briefly describe. 

(1) It will easily be understood that there is no reason for the 
existence of landed property among tribes that live by hunting, or 
even among pastoral peoples leading a nomadic life: it can arise 
only with the birth of agriculture. And even in the earliest stages 
of agricultural life it is not yet established, first, because land at this 
period is superabundant, and so no one feels the need of marking off 
his share; secondly, because agricultural methods are still in a ru- 
dimentary state and the farmer leaves one field as soon as it is ex- 
hausted, and takes another. At the beginning, land is cultivated 
in common, or at least with little distinction between individual 
shares: it belongs to society as a whole, or rather to the tribe; only 
the fruits of the soil belong to the man who has produced them. 

(2) Population, however, becomes by degrees more settled and 
more fixed upon the soil. It also becomes more dense, and feels the 
need of adopting a more productive mode of cultivation. Thus 
the first stage is succeeded by a second — that of temporary possession 
along with periodical division. Though the land is always regarded 
as belonging to society, it is equally divided among all the heads of 
families, not yet in a definite and permanent manner, but only for a 
certain time. The period is at first only a year, since that is the or- 

^ The class of owners of land comprises three categories: (a) owners who make their 
land productive by employing wage-paid labour; (6) owners who let their land; (c) 
owners who cultivate their land themselves. These correspond in the industrial world 
to active capitalists (entrepreneurs), passive capitalists (rentiers), and independent 
workers, or craftsmen. But the distinction is not a very rigid one, for an owner may 
often cultivate some of his land directly and let other portions of it, or he may be a 
tenant farmer and yet own some land himself. 
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dinary cycle of agricultural operations. But then, as agricultural 
methods improve and require a longer time, the period for which the 
land is divided grows correspondingly longer and longer. This 
system of periodical division obtained not long ago in Russia, in the 
shape of the famous mir, 

(S) But there comes a time when these periodical divisions faE 
into disuse, for those who have improved their land are not readily 
disposed to be robbed periodically, for the benefit of the community, 
of the increased value due to their labours. Thus arises the institu- 
tion of family ownership, each family remaining in permanent pos- 
session of its share of land. But this is not yet individual ownership, 
for the right of disposal does not exist. The head of the family can 
neither sell the land, nor give it away, nor dispose of it after his 
death, simply because it is regarded as a collective heritage and not 
as individual property. This system is still to be found in the family 
communities of Eastern Europe, and notably in the Zadrugas of 
Bulgaria and Croatia, which comprise some fifty or sixty persons; 
but they are tending quickly to disappear before the modern spirit 
of independence manifested by the members of the family. 

(4) The evolution of landed property passes through a stage which, 
though accidental in its nature, has unfortunately never been want- 
ing in the history of human societies — I mean conquest There is 
not a single territory on the surface of the earth that has not been 
taken by force at some time or other from the people who occupied 
it, to be appropriated by the conquering race. Yet the victors, 
simply because they were victors and masters, took no care to cul- 
tivate the land, but merely assumed the legal ownership of it — 
the ‘‘eminent domain,” as it used to be called — leaving the subject 
race in possession of the soil by feudal tenure. This tenure, which 
was at first for life, and inalienable, ended by becoming an actual 
form of ownership, though limited by the conditions of the grant made 
to the tenant, by the services imposed upon him, by the dues that 
he was compelled to pay to his superior lord, and by the impossi- 
bility of alienating the land without the lord’s permission. This 
feudal system was for many centuries the basis of the social and 
political constitution of Europe, and it has left traces in many coun- 
tries. In England particularly almost aE landed property has re- 
tained the form of tenure, in the eyes of the law, and is still encum- 
bered by a multitude of restrictions very difficult to remove.^ 

^ ‘*It became a fundamental maxim and necessary principle (though in reality a 
mere fiction) of our English tenures, ‘that the king is the universal landlord and origi- 
nal proprietor of all the lands in his kingdom.*** (Blackstone, Commentaries on the 
Laws of England, Book II, Chapter IV,) 
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(5) Tte growth of individualism and civil equality and the abo- 
lition of the feudal system, especially in countries which felt the in- 
fluence of the French Revolution of 1789, brought about a fifth phase 
— the one that has marked our own epoch. This is the definite 
establishment of free 'property in land, with all the attributes in- 
volved in the right of ownership.^ Yet even to-day landed property 
is still not entirely on the same footing as personal or movable prop- 
erty: it differs from it in many ways that are familiar to lawyers, 
and especially in the difficulties by which its sale is surrounded. 

(6) One step remained for the complete assimilation of landed 
property to personal property, and thus to mark the last stage of 
development. This was to make landed property mobile or trans- 
ferable, so that every individual might not only possess land but dis- 
pose of it as easily as any movable object whatever. This last step 
has been taken in a new country, Australia, by the celebrated Tor- 
rens system, by which the right of property in land is transformed into 
a simple entry in a register, so that the owner is enabled, as it were, 
to put his land into his pocket-book, in the shape of a piece of paper, 
and to transfer it to someone else almost as easily as a bill of exchange. 
Efforts have been made for some time to introduce this system into 
our old European countries, and it will probably end by becoming 
universal, through the natural evolution that we have been tracing.^ 

The conclusion that emerges from this rapid sketch is, therefore, 
that landed property has evolved progressively and continually from 
the collective to the individual form, and tends more and more to 
resemble personal property and capital, to the point of becoming 
indistinguishable from them. 

It would seem as if there were yet one more stage to be looked 
for, when landed property would be represented by a document — 
a registered or even a ‘‘bearer” bond — and when agricultural 
business would be undertaken by joint-stock companies, as is the 
tendency in industry at present. But this logical end of the process 
of development does not look like being realized in the case of landed 
property; at all events, the experiments so far made have not been 
very successful. 

^ There still remain certain services which are, as it were, a reminder of the days 
of the primitive community — as, for instance, the obligation to permit gleaning after 
the harvest, and the corresponding grape-gleaning in vine-growing countries. Curi- 
ously enough, the owner of the vineyard is even forbidden to glean his own grapes! 
Legal proceedings have been taken on several occasions for this offence. 

2 The object of this system, as Torrens himself declared, is to rid landed property 
of all the barriers that prevented free access to it, “like the portcullis, drawbridge and 
moats which prevented access to the castles of our ancevtors,” 
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II. INCOME PROM LAND. THE LAW OP RENT 

TJie earlier economists — the physiocrats, Adam Smith, and J. B. 
Say — taught that land produced rent in virtue of an inherent fac- 
ulty, in the same way that it produces crops.^ But such a doctrine 
was very dangerous for the defence of landed property, for it gave an 
opening for the question. If rent is a free gift of nature, why is it 
not common to all? By what right is it intercepted by the landowner, 
who receives it freely from nature and makes his fellows pay dearly 
for it? 

To this question these fathers of political economy gave various 
replies. The physiocrats said that the owner of the soil was en- 
dowed with the function of a distributor of wealth, and that the rent 
he received was only a sort of fee for the discharge of this high duty. 
But it was already plain to Turgot, and after him to J. B. Say in 
particular, that property in land was simply a monopoly resulting 
from the taking possession of it. There would be no rent, in fact, 
if land were as unlimited in quantity as water, air, or light; and 
such is the case in new countries where land is to be had without 
stint. But in old countries the land has been occupied and made 
private property, wdth the result that those who hold it can draw an 
income from it by selling these gifts of nature at a high price — that 
is to say, by letting it at a money rent. It must be said, however, 
that these economists were concerned only with explaining^ not 
justifying, the existence of rent, and this attitude was most in accord- 
ance with scientific method. But this explanation evidently could 
not please the defenders of landed property, and we shall see further 
on how they tried to refute it. 

Nor could such an explanation satisfy the acute mind of Ricardo, 
for this great economist, as we know, was the principal author of 
the doctrine that bases value upon the labour and cost of production. 
He could not therefore admit, on the one hand, that the value of 
land or its produce was created by nature, either directly or even in 
collaboration. On the other hand, he was yet obliged to admit that 
income from land represents something more than the labour of 
cultivating it, since he saw every piece of land in England finding a 
tenant. Now a man could only be a tenant farmer if, after ob- 
taining a living and paying all the expenses involved in cultivation, 
there was still a suflScient surplus out of the produce of the land with 

^ Here are the words of Adam Smith: “In agriculture too, nature labours along 
with man,” and her share “is seldom less than a fourth, and frequently more than a 
third of the whole produce.” “This rent may be considered as the produce of those 
powers of nature.” {Wealth of Nations, Book 11, Chapter V.) 
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wMch to pay Ms rent. It was to explain this awkward dilemma 
that he devised his theory of rent, the most famous theory in political 
economy, and the theme of discussion among economists for more 
than a hundred years. 

It is important to distinguish between the two aspects of this 
theory: in what may be called its static form it explains rent by the 
way in which the price of agricultural produce is determined on the 
market; in its dynamic form it shows the gradual emergence of rent 
in the course of economic history. It is in this second form that the 
theory of rent has most impressed people, but it is the first that 
has been the most valuable contribution to economic science. We 
will start, then, with that one. 

Suppose that several hundred sacks of wheat are sold in the market. 
It is obvious that they have not aU been produced under the same 
conditions: some have been obtained by the aid of much labour and 
manuring; others have grown, as it were, by themselves, on a fertile 
plot of land; some have come from the other end of the world, and 
some from a farm close by. If each sack, then, were to bear a label 
showing its cost of production, no two of them, perhaps, would show 
the same figure. Thus the cost of production of sack A might have 
been 10s., sa.ck B might have cost 11s., sack C 12s., and so on, down 
to sack Z, which cost 20s. 

But we know, on the other hand, that there can never be more 
than one and the same price in the same market for similar products 
(p. 190). So the selling price of all these sacks of wheat will be the 
same. How, then, is the agreement between selling price and cost 
price to be established, if all the cost prices are different and all the 
selling prices the same? 

The answer is this: agreement will be established simply between 
the selling price and the cost price of the sack that cost most to 
produce — say, sack Z, which cost 20s., in the example we have been 
imagining. The reason is very simple: the selling price must be 
at least enough to repay the expenses of the unfortunate seller who 
produced his wheat under the most unfavourable conditions, for 
otherwise he would give up bringing it to market. Now we are 
assuming that the quantity of wheat is not greater than is required 
and that the last sack, Z, cannot be dispensed with, so that the com- 
petition of this last producer is also indispensable. 

We reach this conclusion, then: that whenever similar products 
are sold in the same market, the value of all of them tends to coin- 
cide with the maximum cost of production. 

Now it is evident that this price, 20s., will give a differential profit 
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to all the more favoured producers of wheat, whose cost of production 
is lower. There will be a profit of 10s. for the man whose sack cost 
10s., a profit of 8s. for the one whose sack cost 12s., of 5s. for him 
whose sack cost 15s., and so on. It is the income proceeding from 
these regular profits that, strictly speaking, is called rent 

This is a particularly neat kind of demonstration, because it solves 
what looked like an insoluble contradiction. While it satisfies the 
law that value == cost of production, as Ricardo conceived it, it 
yet shows that there is something in price more than cost of pro- 
duction. The solution of the riddle is that the price of the wheat 
in all the sacks is indeed determined by cost of production, but by 
the cost of only one among the various sacks — the one that was 
produced under the most unfavourable conditions. It is this single 
unfortunate sack that fixes the market price — assuming, of course, 
that it is indispensable, — and all the other sacks thus benefit by 
the difference, larger or smaller, between this single price, which is 
the same for all, and their respective costs of production, which are 
different in each case. 

This theory implies that there is always at least one piece of land 
— the piece that produced sack Z — which yields no rent — nothing 
beyond a return for the capital and labour expended on it; and that 
piece plays the decisive part, as it serves as a standard for all the 
rest. As for the return to all the other pieces of land, we must not 
say that it is due to their fertility (for if they were all equally fertile 
the price of wheat would be determined for them all by the same cost 
of production and there would therefore be no rent), but to the in- 
fertility of competing lands: it is not due to nature’s generosity, but 
to her parsimony. 

The position of the owner of a fertile piece of land is indeed a priv- 
ilege — a monopoly, if you like, but a monopoly of a very special 
kind, for it consists not in being able to. sell at a higher price, but 
in being able to produce more cheaply. This, it will be said, is merely 
a question of terms. But no! for whereas the monopolist injures 
the public by raising prices, the rent-receiving landowner merely 
submits to the price fixed in the market by the law of prices, or, in 
other words, by necessity. And even if all owners of wheat land, in 
a fit of generosity, were to remit their rents, the market price of 
wheat would not be a halfpenny lower: they would merely be making 
a present to their tenants or their immediate purchasers.^ 

^ Ricardo said: “Corn is not high because a rent is paid., but a rent is paid because 
corn is high.” 

This celebrated formula may also be expressed thus: Rent does not enter into the ex- 
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It will be seen that on this theory there are only differential rents, 
which means that there would be no rent at all if all pieces of land 
were of the same quality. Now that is where Ricardo’s theory 
seems to be, if not incorrect, yet at any rate incomplete as an 
explanation of rent. Can we believe, indeed, that if all the land in 
England became identical in quality, this equalization would cause 
rent to disappear, and with it the market value of all the land? 
Rent would undoubtedly remain just the same, although, by hy- 
pothesis, it would be the same for every piece of land.^ It must, 
therefore, have some other basis that is absolute and not merely 
relative, which leads us back to the explanation that bases it upon 
the fact that land is a monopoly. 

But Ricardo’s theory has none the less an incomparable doctrinal 
value, so much so that it has been continually extended until its 
scope now spreads far beyond the range of landed property. The 
law of rent is apparent in every branch of economic science — every- 
where where there are inequalities of situation in regard to production. 
In fact Ricardo himself stated this very clearly. Wherever similar 
products are sold at the same price, although produced under very 
unequal conditions, the phenomenon of rent, resulting from the 
excess of the selling price over the cost of production, appears for 
the benefit of those producers who are most favoured by circumstan- 
ces. And we shall see later that “profit” itself is only a kind of rent. 

Nevertheless it must not be said that Ricardo’s doctrine has com- 
mitted suicide, as it were, by extending itself. We must not make 
this an argument for denying it, for it is almost exclusively as an 
attribute of landed property that the lav/ of rent appears with the 
force of a “law” — that is to say, as a permanent and necessary 
phenomenon, so long, at least, as there is no change in the general 
economic conditions (progress of cultivation, density of population, 
etc.) of which we are about to speak. Everywhere else, indeed, this 
phenomenon appears only temporarily, because the most favoured 
producers are generally sufficient by themselves to supply the market 
by indefinitely increasing their production. Instead of taking ad- 

penses of production. Wages and interest alone constitute the expenses of production* 
and therefore, under the pressure of competition, the value of the product. This 
question, however, is one of the hardest and most disputed in theoretical political 
economy. We shall have to return to it in connexion with profit. From the practical 
point of view the interesting conclusion has been drawn from it that all rent could 
be confiscated by taxation without affecting the price of wheat — a conclusion that 
has been made use of by John Stuart Mill and Henry George (see below, § VII). 

^ Supposing, at least, that the superabundance of produce did not cause rent to 
disappear. 
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vantage of their privileged position by continuing to sell at the old 
prices, it is to their interest to lower prices so as to undersell their 
rivals and drive them from the market by degrees. They gain less 
on each article, but they make up for it in quantity. 

For this reason, in the case of industry, although there also the 
general market price at any given moment and for each particular 
day is determined by the maximum cost of production, yet in the 
long run it is determined, on the contrary, by the minimum cost 0 / 
production. This is a great advantage to society; it shows itself 
in practice in the shape of a gradual fall in the prices of industrial 
products and in the rate of profit. It is quite otherwise with agri- 
cultural production, for there it is to be feared that prices will be 
determined by a continually increasing cost of production, which 
will mean a progressive rise in the rent of land. 

But that brings us to the second aspect of Ricardo^s law. 

III. THE RISE OF RENT AND SURPLUS VALUE 

In the beginning, says Ricardo, men had no need to cultivate more 
than a small amoimt of land, and so they chose the best. Yet in 
spite of the fertility of this land its earliest occupants drew no larger 
income from it than they could have drawn from any other employ- 
ment of their labour and capital. In fact, as there was enough land 
and to spare, they were subject to the law of competition which 
brought down the value of their products to the level of the cost of 
production. They therefore received no rent, in the proper sense 
of the term. 

But there came a time when the increase of population demanded 
an increase in production. Then, since lands of the first class were 
all appropriated, it became necessary to cultivate the less fertile plots^ 
which means those on which the cost of production was greater. 
Supposing that the first class plots yielded thirty bushels of wheat 
per acre, with an expenditure of £6, this means that the cost of pro- 
duction was 4s. a bushel. But with plots of land of the second class 
it would be different: these, with the same expenditure, might pro- 
duce only twenty bushels, bringing the cost of production up to 6s. a 
bushel. It is plain that the owners of these second class plots could 
not sell their wheat below this price, for this would mean selling at a 
loss, and they would give up producing it; but we are assuming that 
their wheat cannot be di; pmsed with. It is equally plain that the 
owners of the lands first occupied would not dream of selling their 
wheat at a lower price than their neighbours, so they too would 
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sell it at 6s. a bushel. But since this wheat still cost them only 4s., 
they would thenceforth realise a profit of ^s. a bushel, or £3 an acre. 
Here again, therefore, we find that margin between different costs of 
production and a uniform selling price, which we found by a different 
route in the previous section. In the recognized vocabulary of 
political economy this margin has been given the celebrated name of 
rent} 

Later on, the never-ending increase of population calls for a fur- 
ther increase in the means of subsistence, and obliges men to cultivate 
lands of still more inferior quality, which will produce, say, only 
fifteen bushels of wheat per acre. Then the cost price on this land 
will rise to 8s. a bushel, and the result will be an equal rise in the 
selling price of all the wheat in the market, for the reasons just 
given. Henceforth the owners of the land first occupied will see 
their rent rise to 4s. a bushel, and even the owners of the second class 
lands will in their turn see a rent of £s. emerging to their advantage. 

But why, it will be said, should we assume that men will be obliged 
to extend cultivation to new plots of land in order to increase pro- 
duction? Could they not increase production by cultivating the 
good plots better? — They certainly could; but it must be remem- 
bered that owing to the law of diminishing return every increase in 
the yield means a more than proportional increase in the expenditure, 
and consequently entails a rise in the cost of production. If we 
tried to obtain sixty bushels of wheat per acre from the land that 
yielded thirty bushels with an expenditure of £6, we might perhaps 
succeed, but we should have to expend, say, £18, and the cost price 
of each bushel would thus be raised to 6s. The ultimate result 
would therefore be exactly the same as in the preceding case, when 
second class lands were taken into cultivation. (At this point the 
student should read again the section on the Law of Diminishing 
Return, p, 70, with which Ricardo’s law is closely connected.) 

This ‘‘order of cultivation,” as Ricardo called it, may go on in- 
definitely, resulting always in a rise in the price of food^ to the detri- 
ment of consumers, and an increase in rent, to the benefit of landowners, 
who see their incomes increasing without any effort on their part, 
by what John Stuart ACU called an “unearned increment.” 

The increase of rent, therefore, does not correspond to any real 
increase in wealth for society, but rather to a decrease, for one must 

^ It is unfortunate that no special term has been adopted to describe this class of 
income, for the word rent lends itself to misinterpretation: it must never be confused 
with the actual payment made by the tenant for the hire of land. [The term economic 
rent is often used in English to distinguish rent in the Ricardian sense from the every- 
day use of the word.] 
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be poorer than before if one is imder the painful necessity of resorting 
to poorer lands in order to live. 

The opposition between the interests of the landowner and those 
of society is still more plainly shown by the fact that all agricultiiral 
progress must cause a fall in rent. This result, paradoxical as it 
appears, is a feature of Ricardo’s theory. But why is this? At 
first sight we should be tempted to think — and such would certainly 
be the opinion of the landowner himself — that all agricultural 
progress ought to be reflected in an increase of rent. Yet this, 
says Ricardo, is by no means the case; for this progress, by enabling 
the yield of the good plots to be increased, will result of necessity in 
rendering unnecessary the cultivation of the bad plots. These will then 
be abandoned, or turned into pasture or woodland, and since it is 
these very lands that kept the price of wheat at its highest level, 
when their influence is removed the price level will fall to the point 
determined by the cost of production on the good lands, cultivated 
by the new methods; and the rent, which is only the result of the 
price of wheat, will fall along with that price. Consequently it is 
greatly to the individual interest of the landowner to apply any im^ 
proved methods of agriculture, but it is contrary to his interests 
that such progress should become general. 

Such is Ricardo’s theory. It has been said that it does not in 
any way correspond to historical reality, and was merely an a priori 
notion conceived by Ricardo to support his labour theory of value. 
An American economist, Carey, has even undertaken to prove, not 
without some good reason, that the order of cultivation has in actual 
fact been exactly in the opposite direction — that is to say, that 
cultivation began with the least fertile land — the lightest soil — 
because this was the easiest to cultivate, or else with high-lying land, 
because this was the easiest to defend, and that agriculture only 
slowly and gradually became able, as it became better equipped and 
more skilful, to clear the rich and heavy lands that were protected 
even by the superabundance of their vegetation.^ 

But there is no real contradiction between these two theories. 
To begin with, we may say that both economists were right iii re- 
spect of the environment in which they dwelt. Ricardo lived in 
England — in an island country, where the land had been appro- 
priated for centuries and the value of the soil was increasing as the 
population increased. Carey looked out upon a New World where 
land was superabundant and where none was utilized but that which 
was easiest of access and easiest to cultivate. 

^ See Carey’s Social Science. 
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Fnrtliermore, ever3rthing depends on wliat we are to understand 
by the best lands. If we mean those that are shown by chemical 
analysis to be richest in nitrogen, phosphates, and potash, then 
Ricardo’s theory may be wrong, for primitive agriculture knows 
nothing of these things. But Ricardo meant simply those lands 
which yield the maximum of produce with the minimum of labour; 
he was not reasoning as a chemist, nor even as a scientific agriculturist, 
but as an economist of the hedonistic school. 

However, the interest of the controversy lies here: if it is true, 
as Carey thinks, that in every country and in the world in general it 
is the richest lands, in the physical sense of the word, that are still 
remaining in reserve, only the poorest having yet been cultivated, 
then in that case there is reason to foresee in the future an increasing 
output from the land, a cheap and plentiful supply of food, and 
consequently a gradual fall in rent, to the very great advantage of 
consumers and of society as a whole. Rent would thus be robbed of 
the ugly character it possesses in the Ricardian theory. 

But here we meet with Ricardo’s thesis under another form — 
that of the law of the increasing surplus value of land — which con- 
firms his conclusions although it is based upon a different and rather 
opposite kind of reasoning. This law has found its most eloquent 
exponent in Henry George.^ Instead of regarding rent as being due 
to a kind of niggardliness on the part of nature, to the increasing 
difficulty of cultivation and the rise of the price of wheat, it considers 
it to be the result of all the causes of social progress — increase of 
population in the first place, but also increase of wealth, order, and 
security, scientific progress, development of means of transport, and 
so forth — which all tend to raise the value of land, and that in- 
dependently of all labour on the part of the owner, who, in Henry 
George’s picturesque phrase, has only to sit and smoke his pipe while 
waiting for the inevitable surplus value. 

On this theory, unlike Ricardo’s, there is no longer any hope that 
the progress of agricultural knowledge will lower rent; its effect 
would of course be to increase the quantity of the produce and thereby 
lower its price, but this would only be for a short time, because 
this increase in agricultural produce would bring about an increase 
in population and wealth which would raise the value of land. It 
is not like industry, where an increase in supply causes depreciation, 
because land, which supplies man with food, itself creates the de- 
mand for its produce. 

^ See bis celebrated book, Progress and Poverty. For the solution proposed by Henry 
George, see below. 
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And now, what have the facts to say? Do they confirm these 
theories as to the progressive rise in the value of land and rent, or 
do they contradict them? 

They confirm them in a striking manner in the case of two kinds 
of landed property: for all land in new countries, and also for plots 
of land in towns, at any rate in growing towns, which is the usual case. 

As regards new countries, if we take as an example the United 
States — the country that led Henry George to formulate his the- 
ory, — the statistics are striking. Between 1850 and 1900 the 
value of agricultural property rose from 800 million pounds to 3,400 
millions, and in 1916 to 6,920 millions (or 8,200 millions including 
the buildings). It may be said, of course, that this enormous increase 
is largely due to an extension of the area under cultivation; but this 
would not be a sufficient explanation, especially of the doubling of 
the value in the last period of sixteen years alone.^ 

But for the old countries of Europe the statistics are less con- 
firmatory and even seem to lend support to the opposite theory — 
the theory of economists of the optimist school who are unwilling 
to regard as a law an increase of rent independent of all individual 
labour. Thus the statistics for France, after showing, it is true, a 
continual rise in the value of land up to 1880, have shown since then 
a considerable fall, to the extent of about one-third. And it is the 
same in England. 

Thus the official estimate of the value of the land in France for 
the years 1851-53 was 61,189 million francs, for 1879-81 it was 
91,184 million francs, and for 1908-12 it was 61,757 million francs. 
The total income from land for the same three periods was (in mil- 
lions of francs) 1,824, 2,646, and 2,057 respectively. The value of 
the land, after increasing nearly 50% between 1851 and 1881, fell 
again in the first year of this century to the same figure as in 1851. 
If, however, we take the income value instead of the capital value, 
there was a slight increase of 7% or 8% in sixty years, which is not 
much.^ 

^ As M. d’Avenel says, “Every time the sun sets, rural property registers a rise of 
17 million francs” (15, to be precise). 

Henry George bimself reckoned that every emigrant added about 400 dollars (£80) 
to the value of United States territory. As about 20,000,000 emigrants have landed 
there since the beginning of last century, this would mean that by their presence alone 
they have conferred upon American soil a surplus value of 1600 million pounds. It is 
very ungrateful of the Americans, therefore, to set up so many obstacles in the way of 
immigration nowadays, and to describe so many immigrants as “undesirables.” 

2 [These statistics, taken from the Annuaire Statistique for 1917, have been slightly 
abridged.] 
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But this retrograde movement in the value of land, or its ceasin^f 
to advance, is due to the competition of new lands,i coming into 
play as the result of great colonizing undertakings and such great 
improvements in the means of transport as those that have appeared 
so strikingly during the last forty years, opening wide the door to 
the wheat of America, India, and Australia, and even to meat, both 
alive and frozen. This fact, therefore, does not contradict Ricardo’s 
theory at all, although many economists use it as an argument to 
prove the absurdity of that so-called law, any more than the actual 
stationary state of population proves the absurdity of the laws of 
Malthus; and it is quite possible that it may be merely an accident 
in economic history — if we may venture to call it so. In the sec- 
ond half of the nineteenth century so much unoccupied land was 
brought under cultivation that the supply of agricultural produce 
exceeded the existing capacity for absorption; but this state of 
affairs wiU not continue, and when these new lands are populated 
the rent of land will resume its temporarily interrupted prooress. 
Already m the last few years before the war the value of land had 
begun to rise appreciably with the enormous increase in agricultural 
produce. What will now happen after the war? Given on the one 
hand the rise in prices, which wiU continue for a long time yet and 
on the other hand the determination of each country to make sure 
henceforth of its means of subsistence by producing them itself it 
looks as if the value of land and rent would resume their upward 
movement. ^ 


To sum up, we must bear in mind the fact that land combines, if 
not exclusively, yet to a greater extent than any other kind of wealth 
these three characteristics: ^ 

(а) It meets the most essential need of the human race — the need 
01 food. 

( б ) It lasts for ever — or at any rate longer than humanity. 

(c) It is limited in quantity, for each particular kind of cultivation 
for each nation, and for the whole population of the world 
^In view of these facts a continuous and indefinite rise in the value 
ot land appears to be predestined and unavoidable. 


tn ^ tte ca^e of France it may be partly due 

to the fact ^at tte population is not increasing, but, as far as the country disWcts 
are concerned, shows a marked decrease. In Germany there is no sign of tflu t 
rent and land values: on the contrary, the value of the land increased threefold he 
tween 1850 and 1900, and between 1900 and 1913 it again increased by 25% This' 

IS because landed property IS more protected in Germany against for^^^ 

^ ~ of pop^ulatJ wh-ch” 
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IV. THE LEGITIMACY OF PROPERTY IN LAND 

It must be owned that the explanations just given of property in 
land and of rent seem very damaging from the point of view of the 
legitimacy of these institutions and the commonly expressed opinion 
that landed property is the foundation of the social order. Indeed, 
if landed property is, as was taught by the physiocrats, Adam Smith, 
J. B. Say,' etc., a monopoly arising from the appropriation of the 
natural powers of the land, it seems difficult to answer the charge of 
Proudhon: “Who made the land? God? Then, in that — 
landowner, clear out!” 

If we choose to believe, with Henry George, that the value of land 
and the inevitable rise of rent are due to social causes — increase of 
population, progress of civilization, and so forth, — then it seems as 
if this value ought to belong to society, which created it, and not to 
the landowner who did not. 

If we prefer Ricardo’s theory, by which rent is due to the general 
law that determines prices, then the position of the lando-wner is a 
little better, because he might say; “I have taken nothing from any- 
one, and even if I gave up my rents to my tenants or to the consumer, 
they would still remain in existence.” Nevertheless this income, due 
to circumstances, is still an imearned increment — an income that 
is entirely independent of labour. 

The classical economists paid little attention to trying to estab- 
lish the legitimacy of landed property: they merely sought to estab- 
lish its origin and its nature. And in that respect their attitude was 
perfectly scientific, for science should undertake to explain facts and 
not to justify them. It belongs rather to the lawyer or the moralist 
than to the economist, therefore, to answer the question whether 
landed property is legitimate. 

We have already discussed the legitimacy of private property in 
general (p. 338), and we tried to discover whether its foundation 
was labour or social utility. It might be thought that we need only 
refer back to that discussion, landed property being only a particular 
case of property in general. This is true; but none the less land has 
certain unique characteristics, of such a kind that many economists 
who accept private property in general, who deny that they are 
socialists, and who even claim to be individualists, are yet unable 
to admit that land can be an object of individual appropriation. 
Why is this, then? 

The reason is that both the arguments employed to justify ordi- 
nary property seem in this case to be particularly weak. 
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If we admit, with most economists, as well as socialists, that labour 
ought to be the basis of the right of property, then, since land is 
obviously not created by man, it must logically follow that land 
ought not to be individually appropriated. 

It is true that the optimist school absolutely denies this distinction 
between land and movable wealth. It declares that land is the prod- 
uct of the labour of the cultivator just as much as the vessel of clay 
fashioned by the hand of the potter. Of course man did not create 
the land, but neither did he create the clay. Labour never creates 
anything; all it does is to modify the materials that nature supplies. 
Now this operation on the part of labour is no less real and no less 
effective when applied to the soil itself than when applied to materials 
drawn from its bosom. We are referred for examples to such pieces 
of land as those which peasants of Valais or the Pyrenees have en- 
tirely constructed on the slopes of their mountains by carrying the 
earth in baskets on their backs. An ancient author tells us how a 
peasant, accused of sorcery because of the abundant crops that he 
obtained from his land while the neighbouring fields were merely 
barren wastes, was summoned to appear before the Roman prsetor, 
and there, holding up his two arms as the only defence he had to 
offer, exclaimed: ‘‘These are my sole magic!'’ Landed property 
has only to repeat to-day the same proud answer, to defend itself 
against the attacks that are made upon it.^ 

And even if the land were not a direct product of labour, it is at 
least (they say) the product of capital. The value of land and its 
time-honoured surplus value are sufficiently explained by the im- 
provements made in it and the expenditure incurred by its owners. 
It is even asserted that if we were to reckon up all the expenditure 
incurred by the successive owners of the land, we should reach the 
conclusion that there is no land tvhich is worth what it has cost 

Despite the element of truth that this argument undoubtedly 
contains, it does not seem to us conclusive. No doubt man and 
land have at all times been bound together by the tie of daily labour, 
and even by labour of the hardest kind — the kind that gave rise to 
the expression about labouring “in the sweat of one’s brow.” The 
Latin word labor, indeed, from which “labour” is derived, originally 
referred to the tilling of the soil, as the French word labourer does 
to-day. But if land is the instrument of labour it is not the product 
of labour. It existed before there was any human labour. No 

' The historian Michelet ^id: “Man has the best of claims to the land — that of 
toving made it.’* The physiocrats also based the right of property on the expenditure 
incurred to create an esUte. and called it “advances on the land.” 
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doubt man is always improving and modifying ibis wonderful in- 
instrument with which nature has provided him, by his labour and 
his expenditure, so as to adapt it better to his purposes, and in this 
case he obviously confers upon it new utility and new value. We 
can even admit that as the art of agriculture progresses^ land tends 
to become more and more the product of labour. In market-garden- 
ing, for instance, the mould that is employed is an artificial compound 
prepared entirely by the gardener. Yet it is always possible, in 
theory, if not in practice, to discover the primitive value of the soil 
beneath the layers accumulated by human capital and labour. 

This original value appears plainly enough in the forest or the 
natural grass-land that have never been cleared or cultivated, and 
that may yet be sold or rented at a high price. It appears in those 
sandy beaches in the French departments of Gard and Herault that 
have never been tilled except by the sea winds and that none the less 
made the fortunes of their lucky owners as soon as it was discovered 
by chance that they would grow vines immune from the phylloxera. 
And it appears, too, in the building sites of large cities, where the 
plough has never passed and which have still a value infinitely higher 
than that of the best cultivated soil. 

Even in the case of cultivated land this natural value of the soil 
is still quite appreciably apparent in the unequal fertility of plots of 
land, for of two plots on which the same expenditure is made, the 
one may yield a fortune every year while the other will barely repay 
its expenses. 

As for the argument that no land is worth what it has cost to 
cultivate, this rests upon an error in calculation.^ We certainly do 
not dispute the fact that if we add up all the expenditure incurred 
on a piece of English land ever since the day when the Ancient Britons 
came to clear it for cultivation, the total would be infinitely greater 
than the present value of the land. But to make the calculation 
right we must also add up all the receipts from the land from the same 
date. When the account had been thus corrected it would certainly 
show that the land has yielded a permanent and regularly increasing 
revenue.^ 

^ Moreover, this argument has no meaning in the case of building sites, for these 
are always uncultivated land. 

2 Still less can landed property and the income arising from it be justified by the 
argument that all land has been bought by moneys and that therefore the income it 
yields is only the interest on the money thus invested. This argument looks convinc- 
ing at first sight, but it really involves reasoning in a circle. As a matter of fact, 
it is not because a piece of land is sold for £5000 that it brings in £150 in rent: it is 
because it naturally produced £150 in rent, without any labour on the part of the 
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To establish the legitimacy of . landed property must we, then* 
fall back on the other basis of property — social utility? That 
seems, indeed, a more solid foundation. 

Given the more or less rapid but general increase of the population 
on the earth, a choice must be made of that mode of exploiting the 
soil which will allow the greatest number of persons to be fed on a 
given area. Consequently it has always been thought necessary, 
in order to encourage labour, to assure to the cultivator a right not 
only to the produce of his land but to the land itself as the instrument 
of his labour. This right was at first temporary, but was extended 
for longer and longer periods, as progress in cultivation came to 
require longer processes, until it ended by becoming permanent. 

A right to the fruits implies a right to the soil, at any rate for a 
certain time. The man who has sown must certainly be allowed 
time to reap. Five or six years must elapse before the man who 
has planted a vine can gather his first crop of grapes, and half a 
century is needed before the man who has sown an acorn can cut down 
the oak. It should be noticed, too, that even in annual cultivation, 
however imperfect, there are some kinds of labour (such as dressing 
and manuring, drainage, irrigation, building and setting up of plant) 
which can only be paid for by the successive crops of ten, twenty, or 
perhaps fifty years. Yet it is essential that the man who performs 
this labour should have the chance of recouping himself: otherwise 
it can be taken as certain that he will not perform it. 

That is why, even if society claimed for itself the right of eminent 
domain over the land, it could do no better in the general interest 
than to delegate its right to those who can make the best use of it. 
Now so far it is individual owners who have succeeded best in this 
task, and until the contrary is proved there is reason to believe that 
they are the most suitable for the performance of this social function.’^ 
owner, that it was able to be sold for £5000. The question is simply to find out why 
it produced this rent. . It is as if one tried to silence those who criticize the monopoly 
enjoyed by notaries or stock-brokers and demand its abolition, by saying that the 
tenure of these oflices is legitimate and indisputable because the present holders have 
bought and paid for them. 

The only conclusion that can be drawn from this argument is that the landowner 
Oike the holder of any office that is bought for money) has a claim to the repayment of 
the price if he is expropriated. But that is a different question altogether. 

^ Collectivists assure us, it is true, that the collective exploitation of the sod will 
yield results far superior, even from the technical point of view, to those that in- 
dividual ownership can give, because it alone will enable the processes of large-scale 
production to be employed and their advantages to be realized But that is purely 
a conjecture that is incapable of proof, whereas the institution of landed property, 
even of small-scale property, can show splendid results; and they will be more splendid 
still when small-scale property is supplemented by co-operation. 
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For this reason colonization in all new lands; — America, Australia, 
Algeria, etc. — has been carried on under the system of individual 
property. 

But while acknowledging the services rendered to civilization by 
the institution and extension of landed property (see above, pp. 64- 
69), we must not shut our eyes to the conflict between social interest 
and private interest to which it very often gives rise. This conflict 
may be summed up as follows: in exploiting his land the owner does 
not necessarily aim at making it produce the utmost possible, 
whether in quantity or quality, but at obtaining the maximum profit. 
As economists put it, he aims at rentability^^ rather than at 'produc- 
tivity, He will not hesitate, for instance, to turn arable land into 
pasture, or even, if he is a rich English peer, into a hunting or shoot- 
ing ground, without any anxiety as to whether it would not be better 
that the land should support men rather than bullocks or pheasants. 
Or, conversely, he will cut down a forest to realize the value of it, 
because he reckons that the capitalized price will bring him in more 
than the income derived from it. 

In any case, if the basis of property is no other than public utility, 
then it seems as if it ought not to possess the absolute character that 
the law confers upon it. 

(1) In the first place, it seems useless, and even contrary to the 
object aimed at, to extend the right of property to land on which 
no effective labour is employed. In this respect Moslem legislation 
is more true to the principles of political economy than ours — who 
would have thought it? — for it only admits the right of individual 
ownership in the case of lands on which labour has effectually been 
employed. These lands are called “living,” in distinction to un- 
cultivated land, which is called “dead,” and which has to remain 
in collective ownership. 

(2) Even if we do not go back to the past to discover whether 
landed property originated in cultivationj and if we look only at 
the present, it seems that landed property ought to submit to the 
condition that the land is to be made use of. For if ownership is a 
social function, the recognition of the right of property ought to be 
accompanied by the obligation to perform this function effectively. 
That very rule is generally followed nowadays in all grants or sales 
of land in the colonies: residence and effective cultivation are stip- 
ulated for. It is difficult to see why a condition that is considered 
necessary in establishing the right of property in new countries 
should be thought superfluous in old ones; and if this were done we 
should avoid the scandal of seeing in many countries, as in Eastern 
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Europe and Italy, vast stretches of land held by owners who do noth- 
ing at all, while the agricultural workers either emigrate or die of 
poverty for lack of land. 

In the case of mines, French law has provided for the forfeiture of 
property rights in the event of non-exploitation. 

During the war a special law compelled landowners to cultivate 
their land. If they defaulted, the ctiltivation was to be undertaken 
by other owners or by the parish. And although this law was only 
rarely put into force, it is of value as showing what the post-war 
system of property ought to be.i 


V. SYSTEMS OF LAND SOCIALIZATION 

The criticisms and complaints that we have been describing in 
connexion with the institution of landed property were bound to 
give rise to programmes of agrarian reform. These are of all kinds, 
ranging from^ a return to agrarian communism to a mere extension 
of land taxation. 


1. Agrarian Communism 


This system rarely appears in the shape of complete community of 
ownership. More often it takes the form of exploitation in separate 
shares, with periodic division of the land, simply in order to prevent 
individual possession from becoming transformed eventually into a 
right of ownership. This system is well known, because it was 
formerly applied on a vast scale in Russia, where the mir was a com- 
munity consisting of the inhabitants of a village, owning the land 
and sharing its produce among its members by the process of drawing 
lots. The mir system was in process of dissolution, but it was not 
abandoned by the peasants without regret or without resistance, as 
is proved by the fact that in many cases community of ownership 
remained in actual practice after it had legally come to an end. 

• Russian revolution, while decreeing communism, confined 
itself m fact to the confiscation of large estates without touchino' peas- 
ant properties. It even looks as if the latter would be greatly multi- 
plied, so that It IS the communist system of the mir that wiU reallv 
be abolished! ■ 


2. State Purchase of the Land 

^ other systems individual property in land would be retained 
but under certain restrictions: it would be subjected to State control 
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and would lose its permanent character and become a sort of grant 
or concession. The State, as owner of the soil, would grant it to 
individuals for exploitation for long periods of 50 or even 99 years, 
as in the case of railway concessions. When the time had elapsed 
the State would resume possession of the land (as it will resume pos- 
session of the railways in France in 1950), and would then grant 
it for a fresh period, making the new grantees pay the equivalent of 
the surplus value by which they would benefit, either in a lump sum 
or by an annual rent. In this manner the State as representing the 
community would benefit by the whole surplus value, which would 
ultimately provide an enormous revenue. 

Such a system as this does not appear to be incompatible with a 
good utilization of the soil, especially if the precaution were taken of 
renewing the concessions some time before the expiry of the term. 
It even seems unquestionable that such a state of things would be 
more favourable to good cultivation than the present situation in 
many countries, where almost all the land is cultivated by tenant 
farmers who can be turned out at will. Man is a short-lived creature, 
and does not need an eternity in front of him to make him undertake 
even the greatest works: this is proved by the fact that such under- 
takings as railways and the Suez and Panama Canals are based only 
on concessions for 99 years. 

This system merely involves the abandonment of the principle 
of perpetuity, by which the right of property lasts as long as its 
object, which in this case is eternal. Time, which destroys all else, 
has no other effect upon land than to confer new youth upon it with 
each returning spring. But we must not forget that what lasts for 
ever is only the soil itself and its natural powers: the changes effected 
by labour, and even incorporated in the land, endure but for a time. 

Here again we may learn from the constitution of property in the 
colonies. In the Dutch colonies, and until recently in Australia, 
land is only granted for a limited time. It is true that the period of 
the concession amounts to 99 or even 999 years. But although such 
a period is equivalent to perpetuity, yet this clause suflSces to safe- 
guard the State’s eminent domain and to enable the State to exercise 
control over the landowner. The owner, in fact, being only a grantee, 
a kind of tenant on a quasi-perpetual lease, has no longer the char- 
acteristic right that attaches to ownership — the jm abutendi, the 
right to do what he pleases with his property. 

In all new countries and in the colonies half a century ago there 
still remained an immense public domain, which has imfortunately 
almost entirely disappeared through the grant of immoderate con- 
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cessions at a low price to individuals or to companies. If these 
grants had been made only temporary, the States would have had 
valuable resources in reserve for the future, and would perhaps have 
facilitated the solution of the social problem for future generations. 
Only it is just where it would be easiest to prevent the abuses of 
landed property that there is least need to do so! In fact, landed 
property has no drawbacks but is purely advantageous in the case 
of new and rising countries, as can be seen, for instance, in the 
pampas of the Argentine Republic or in Australia. On the one hand, 
it applies only to lands cleared by pioneers, and is only extended as 
cultivation extends; so that it is consecrated, as it were, by labour. 
On the other hand, it still occupies only a small part of the soil, and 
land is superabundant in quantity; so that it does not in the least 
constitute a monopoly, but remains in humble subjection to the law 
of competition, like any other form of business. 

It is only as society develops and as population grows more dense 
that the nature of landed property begins to change and to assume 
by degrees the character of a monopoly that may go on growing 
indefinitely — and then it is too late to buy it back. For to put such 
a plan into operation would involve repurchase as a preliminary, if 
it was wished to act justly, as it should be. But State purchase 
would be absolutely ruinous: the value of the land in France is 
estimated at some three thousand million pounds,^ so that the 
State would have to borrow that sum to compensate the landowners. 

Certain financial arrangements might, however, be devised which 
would make this plan less burdensome. We ourself, a long time back,^ 
suggested a system of purchase which would be far less burdensome. 
The State might purchase the lands by paying for them immediately, 
but not requiring delivery for 99 years. Under such conditions it is 
certain that the State could get them at a very low price; for the 
owner would compare, on the one hand, dispossession at such a dis- 
tant date that neither he nor even his grandchildren would suffer by 
it, and, on the other hand, the sum of money that he might obtain 
immediately; and he would scarcely hesitate to accept the price, 
however low it might be. We even made a mathematical calculation 
of this price by means of annuity tables: £1000 to be received in 100 
years, at the rate of 5%, would be worth to-day £7 19s. 7d.; there- 
fore £8,000,000,000 — assuming that to be the value of the land 
in France— deliverable in 100 years, is worth at the present time 

1 [The corresponding figure for Great Britain is about 5 i million pounds.] 

2 De qudques doctrines nouvelles sur la ^oprietS Jmcihre, in the Journal des Bcort- 
omisies^ Majf 
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just under £24,000,000, paid in cash, which would not be a very 
high price to pay. 

S. Confiscation of Rent by Taxation 

This is the system made famous by Henry George,^ though it was 
suggested to him, as he himself acknowledged, by the physiocrats. 
It consists in imposing upon landed property a progressively increas- 
ing tax, calculated in such a way as to absorb, as it arises, all the 
income due to causes that are external and independent of the 
activity of the owner — the unearned increment.^ 

It was thought by Henry George that in consequence of the con- 
tinuous increase of rent, this tax would suffice to cover all the ex- 
penses of the State, so that all other taxes could be abolished, to the 
great benefit of producers and consumers. For this reason the sys- 
tem is usually known as the Single Tax System. Various leagues and 
societies have been formed to advocate it, in America, in Australia, 
and even in England. But the system is open to serious objections. 

To begin with, the confiscation of rent by taxation would be bound 
to result in a considerable reduction in the value of the land, exactly 
as the confiscation of the land itself would: only the shell of the. 
nut would be left for the landowner, as Henry George himself has 
said. Consequently the payment of compensation would be im- 
peratively necessary, as a matter of equity; and then the financial 
difficulties would be very much the same as those we have just 
described. Henry George replies, of course, that it is rather society 
that would have to claim compensation from the landowner, to make 
up for the income he had enjoyed for so long without any right to 
it; but it must be remembered that this landowner had bought and 
paid for the land, together with the rent proceeding from it, in re- 
liance on the laws, and that the laws are a pledge of the liability of 
the society which has voted them. 

Moreover, there is this practical objection: that there are two 
elements to be distinguished in the surplus value of the soil. One 
is due, certainly, to various social and impersonal causes, but the other 
proceeds from the labour of the owner, or at least from the capital 
that he has advanced. Now it was admitted by Henry George him- 
self, in the words just quoted, that we should have to be careful not 

^ An American author whose chief book. Progress and Poverty , has had remark- 
able success. George died in 1897. 

2 ‘‘"We would simply take for the community what belongs to the community — 
the value that attaches to land by the growth of the community; leave sacredly to the 
individual all that belongs to the individual. ” — Henry George. 
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to toiicli tMs second element, not only for fear of violating the prin- 
ciples of equity, but also for fear of discouraging all initiative and 
all progress in agriculture, which is already only too fond of the beaten 
track. But such separation is very difficult in practice: the owner 
himself would not succeed in making it correctly, much less any 
government official.^ 

Finally, the idea that a single tax on rent would enable all other 
taxes to be abolished, was very much too optimistic even at the time 
it was mooted; and it is still more so in the present post-war period. 

VI. THE DEMOCRATIZATION OF LANDED PROPERTY 

The democratization of property is not the same thing as its 
socialization: it does not mean abolishing or even restricting in- 
dividual ownership, but, on the contrary, making it accessible to 
all. Nevertheless the two systems have this in common: that they 
both aim at abolishing or mitigating the evils of landed property 
by wedding it to labour. 

What is to be done, then, to create small properties, or to make 
them universal There are three methods: 

(1) The most direct method is for the State to lend the agricultural 
worker the requisite money for the purchase of the land — a moderate 
amount of land, of course. This is the system adopted in very many 
countries. It satisfies the desire of the peasant who would like 
eventually to become the owner of the land he has long been cul- 
tivating as a labourer, tenant, or metayer, but who is unable to do so 
for want of money. There are land banks already that meet this 
need, but they are too expensive and too dangerous, owing to the 
risk of expropriation, for anyone to advise the peasant to make use 
of them. The State can offer more favourable terms. 

The need for such a measure was first experienced in England, since 
in that country there are only 60,000 small peasant proprietors cul- 
tivating their land themselves, as against three or four millions in 
France. In fact many laws have been passed in recent years to 
enable the agricultural proletariat to buy or rent land, and to pro- 

1 Another objection to be raised is that if society confiscates for its own benefit all 
favourable chances, on the ground that they are not the act of the landowner, it would 
be only fair that it should make itself responsible for all unfavourable ones, for the very 
same reason — not only losses due to inclement seasons, but such depreciation of 
value as may result from industrial changes, importation, emigration from the country 
districts, depopulation, and all other causes that may produce a deficit value in the 
land. In short, the logical consequence of this system would be to guarantee a fixed 
income to the owner, if all his profit were abolished. 
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cure it for them if it is not on the market, by having recourse to 
expropriation in the interests of public utility.^ 

This democratization of property has nowhere been practised with 
more rigour, or, it may be said, with more generosity on the part 
of the State, than in Ireland. It is true that there were great his- 
toric sins to be atoned for; but they have been atoned for. Already 
two-thirds of the land of Ireland has become the property of the 
former tenants, thanks to the money advanced by the State. These 
advances will soon reach the sum of £120,000,000, to be repaid in 
small annual instalments, spread over about sixty years. Owing to 
this peaceful agrarian revolution and also to the development of 
agricultural co-operative associations, the social condition of the 
population has been transformed. 

But it is particularly since the war that the conversion of great 
estates into peasant properties has been effected by new legislation 
in almost all the countries of Eastern Europe — Roumania, Greece, 
Hungary, etc. 

Even in France, although small properties are already numerous, 
there are several laws for putting land at the disposal of those who 
wish to acquire it, or for enabling those who need capital for the 
utilization of the land they possess, to obtain it. 

(2) The second system is the compulsory equal division of the land 
at every succession, imposed by law. This is what was done by the 
Napoleonic Code, thus accentuating the development of property in 
the individualist and equalitarian direction. The famous Article 
826 is not content with mere equivalence when it imposes an equal 
division between aU the children: it gives to each of them the right 
to claim his share in kind, which means that in the case of the small- 
est field each heir can demand his third, or his quarter, or his tenth; 
and if division is impossible there must be a judicial sale, involving 
enormous expense. A father can scarcely avoid this result, since 
he may only bequeath a “disposable portion,’’ which is of very 
limited extent. 

There is no doubt that such a system, though crude, is effectual; 
and if England, for instance, were to adopt it, many of the vast 
estates of the English landowners would be cut up into small pieces 

in the course of a few generations.^ 

(3) A third method — less direct but more efficacious — is to 

^ [For an interesting account of the progress of the allotment movement in England 
see a letter from Sir Kingsley Wood in The Times, 26th August, 1922.] 

2 [We omit the author’s statistical details concerning the present state of peasant 
proprietorship in France.] 
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make land a commercial commodity} by making it as easily trans- 
ferable as any otber kind of goods. TMs is an excellent way to 
remedy tbe evils that are charged against landed property, for it 
matters not that land is a natural monopoly if anyone can acquire 
it. Nor does it matter that it is eternal if it only remains for a short 
time in the hands of each owner. By this means, the law of surplus 
value, if it comes into force, will no longer serve to enrich a single 
family: each will have his share, since property is at the same time 
scattered and transferable. It is also the best way to attract the 
necessary capital to the land, for capital will not willingly seek the 
land if it has to be buried there for ever. 

What measures must be taken to bring land into the stream of 
circulation? 

To begin with, it goes without saying that the causes of inalien- 
ability must be abolished — such as the system of entail in England, 
and the dower system in France. Secondly, the formalities and ex- 
pense of alienation must be reduced to a minimum: at present they 
are relatively heavier when the value of the land is small than when 
it is great, so that they are more burdensome on small estates than 
on large ones. Finally, the man who acquires land must be given 
complete security, so that he need fear neither eviction nor annoy- 
ance. The system of land-ownership in most countries is very far 
from satisfying this requirement, for the new possessor is never per- 
fectly sure that the seller was the rightful owner, and yet he cannot 
have any greater right than the former owner has transferred to him. 

In Australia a system has been devised, called the Torrens system 
from the name of the statesman who invented it (in South Australia, 
in 1858), which has since been adopted in other countries, and es- 
pecially in new countries, such as Tunis, for instance. To put it 
shortly, we might describe it as the application to land of the regis- 
tration system that applies to persons — the system by which births, 
marriages, and deaths are entered in a register, of which copies are 
handed to the interested parties by way of evidence. In the same 
way each piece of land has its history and description entered in a 
register, and a copy of the page is delivered to the person concerned. 
This certificate enables him, as it were, to carry the land in his pocket. 
If he wants to sell it, he takes the document to the registrar, who 
enters the transfer in the register and hands the new owner a fresh 
certificate, without the need of any intervention on the part of a 
lawyer. 

^ This is also called the mobilization of land; but this term is liable to confusion, 
because it also means something quite different — namely, the credit methods used to 
facjlitate borrowing on land. 
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VII. SYSTEMS, FOR THE PRESERVATION OP LANDED 

PROPERTY 

The agrarian policy described in the last section, that aims at 
making landed property accessible to all either by subdivision or 
by facilities for transfer, is not favoured by all economists. Those, 
for instance, who belong to the catholic social school or to the Le 
Play school, believe that the system of turning land into money and 
making a commodity of it, is contrary alike to the interests of cul- 
tivation and to those of the family. It deprives the land of the two- 
fold attribute of immobility and perpetuity that nature has conferred 
upon it, and owing to which it can best maintain the permanence of 
the family, the stability of business undertakings, and the carrying- 
out of far-reaching plans. 

The fatal consequences of this ‘‘mobilization’’ of land would be, 
in particular, the following: 

(1) The subdivision of property. The division of property by equal 
partition seems to its opponents to be inspired not so much by a love 
of small properties as by a hatred of large ones; and by its crude 
mechanism it would often defeat the ends it aims at. It scarcely 
touches the great estates, because the owners of these have generally 
enough transferable wealth to be able to keep the estate in the hands 
of one of their children, while assuring to the rest an equal share in 
money; and they willingly agree to this arrangement, for the sake of 
the dignity of the family name. On the other hand, the owner whose 
entire fortune consists in his little bit of “property,” cannot with- 
draw it from the partitioning knife. Thus at each death his little 
estate becomes further subdivided, in a geometrical progression, 
until nothing remains but scraps of land that are of no use, unless 
they are got rid of by selling them to some rich neighbour who will 
use them to round oflf his own estate. 

Incredible instances are cited in many places of this chopping-up 
of land — of strips no broader than a scythe, or even a sickle ! If 
equal division has not been so destructive of property in Prance as 
might have been feared, it is because it has been partly neutralized 
by two causes, which, however, are still more unfortunate. These 
are Malthusianism, which avoids the division of land by abolishing 
children; and emigration from the country districts, by which means, 
even where there are several children, only one is left on the land, if 
that. 

A minimum point should at any rate be fixed, below which all 
subdivision should be prohibited, so that the heirs should merely 
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have to choose between leaving the land in the possession of one of 
them, and selling it. This minimiim would be, as it were, the 
atom of property, like the atom of the physicists, which is said to be 
indivisible. 

(£) The subdivision of property is frequently accompanied by 
another evil — the possession by one owner of a large number of 
pieces of land. This system has no necessary connexion with small 
property. There may be, and there are in some countries, large 
estates made up of portions of land scattered sometimes far apart. 
In this case all the inconveniences of small and large properties are 
combined. 

But against this evil at least one remedy is indicated: for each 
owner to exchange distant portions for near ones, so as to have all 
his property in one piece. This operation^ has long been practised 
in the Germanic countries, as well as in Alsace, and since the war 
in the devastated areas of Northern France. 

(3) Finally, if there are dangers in the excessive subdivision of 
land, there would be a still greater one in excessive ease of alienation: 
this is nothing less than the destruction of small rural property. Of 
what use would it be to set up a class of small landowners, at great 
expense, by means of advances by the State, if they were then left 
free to sell and to borrow? They would quickly slip back into the 
ranks of the proletariat. It would be necessary, therefore, to carry 
out the opposite process to mobilization — that is to say, to make the 
land inalienable and exempt from seizure — or if not all land, then 
at least the amount necessary for the existence and maintenance of 
the family. 

Nevertheless, no country has dared to withdraw the right of sale, 
for by thus imposing a civil disability upon all small proprietors it 
would run the risk of displeasing them and defeating its own ends. 
But in some countries the small proprietor has been given the power 
to make his land exempt from seizure, which keeps away all lenders. 
This is what is called the homestead system, from the name given to 
such properties in the United States, where it has been established 
since 1839 (in Texas) — a system which is now becoming acclima- 
tized in various other countries. In France, after some fifteen years 
of hesitation and several projected laws, the law of 1909 was eventu- 
ally passed to sanction the homestead, or, in the French phrase, the 
Men de famille. But this legislative experiment, loudly extolled by 
liberal and conservative economists alike, has failed completely. 
At the end of 1913, after the law had been in force, therefore, for more 
^ [Called Tememhremeni in French; we have no equivalent term in English.] 


THE PRESERVATION OF LANDED PROPERTY 3§5 


than four years,' there were only 243 homesteads, of which the rural 
ones — the only ones of any interest — numbered 158. French 
small proprietors object to inflicting disabilities upon themselves, 
even if it be only the inability to borrow. 


CHAPTER n — NON-WORKING CAPITALISTS 

I. THE POSITION OF THE RENTIER 

Mfl.n has been defined as “an idle animal” — a definition which is 
unfair to since he is no more idle than any other animal, nor 
even as idle as some. But aU the same he has displayed extraor- 
dinary ingenuity in evading the law of work: slavery, parasitism, 
begging, theft, and gambling, have all originated in this way. But 
the best way to avoid work, because it is at the same time the surest 
and the most respected, is to have a private income. 

Although rentiers — persons of independent means — do not work, 
that does not prevent their living, and in very many cases living 
well. Not only are their incomes often larger than those produced 
by labour, but they possess the special advantage of being more 
regular: whether it snows or blows, whether the rentier be in health 
or confined to his bed by sickness, whether he be young or aged and 
infirm, a stay-at-home or a globe-trotter, still his income follows 
him everywhere and never fails him. Thus the fact of having a 
private income ensures, first of all, those two good things, security 
and independence, that are better than all the pleasures that other 
kinds of fortune can procure. That indeed is a privileged position, 
and we may well ask these lucky mortals what god has bestowed this 
leisured life upon them — heus vohis haec otia fedt. 

They will reply that it is labour itself: that they are living upon 
the -produce of past labour. 

What is the worth of this reply? If this past labour is his own 
labour — if the rentier is a retired oflScial in receipt of a pension, 
or one who has saved up for his old age, — then no one can raise any 
objection. Man cannot be doomed to compulsory toil for ever: 
if he has worked during the productive part of his life it is only fair 
that he should be able to rest during the unproductive part. 

But if this past labour is the labour of somebody else — his father, 
grandfather, great-grandfather, or even some stranger who at some 
time or other made a fortune and left it to the rentier with the right 
to consume it in idleness, — then the question becomes more difficult. 

Why should it be so? it will be said. We have compared pieces of 
money to orders or tickets conferring the right to consume a given 
amount of wealth at one’s own choice, up to their total value (p. 
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%1%), Well, a man has earned a large number' of these tickets by 
his labour: if he does not want to use them himself, now or later, he 
will hand them on to someone who will use them instead. 

From the economic point of view that is all very well; but from 
the moral standpoint we may be more exacting. Has the idle 
reniier done his duty towards society by the mere fact that he has 
paid for what he receives with money that represents — even put- 
ting it at the best — only past labour — the labour of those who 
are now dea^d? Ought he not to pay in present, personal services 
the equivalent of the income he receives? Notice that the rentier 
does not live at all on his past labour, as he thinks he does, but 
on the present labour of somebody else. The things he consumes every 
day are the produce of living and not of dead labour — new bread, 
early vegetables, new clothes, the daily paper, and so forth. Now 
does not justice demand that in exchange for what his fellows pro- 
duce every day for him, he should himself produce something for 
them? The economist Augustin Cochin — a catholic, and by no 
means a socialist — said, ‘"The rentier is a wage-earner who has been 
paid in advance."’ If he has been paid in advancey there must be 
some labour remaining due from him. What he owes, in fact, is 
to “make himseK useful,” as we say. If he is of no use, he wiU meet 
the fate of parasites, and will sooner or later be abolished, and it 
will be in vain for economists to point out that he has provided in 
good money the exact equivalent of all that he has consumed. 

But idleness must not be confounded with leisure. Idleness is a 
state of revolt against the law of work. Leisure means intermission 
of work in the course of a life that may otherwise be very active and 
laborious, and that is even more so, the more it is interspersed with 
periods of leisure. These periods are like infrequent clearings in a 
gloomy forest, where the sunlight can penetrate: there is the evening 
leisure after the day’s work is done; the weekly day of rest; the 
leisure of the holidays, which will not always remain the privilege of 
brain-workers but will become a possibility and a right for hand- 
workers as well; and finally there is the leisure of retirement after a 
well-filled life. Leisure, in the form of recreation, is not only useful 
for the smooth working of labour itself; it is indispensable to the 
development of the internal and external life; to meditation, which 
should not be reserved for sages alone; and to the performance of 
many duties besides that of earning one’s daily bread — family 
duties, social relations, participation in good works, committee work, 
trade union or co-operative society meetings, political gatherings, 
religious worship, and so forth. 
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•It is true that it is not very easy to determine where leisure ends 
and idleness begins. It is easy, of course, to class a man who lives 
by begging or gambling; but the case of the rentier we have been 
discussing is more difficult. Is he an idler, or simply a man of 
leisure? 

It must be acknowledged that from the historical point of view the 
rentier in the past performed a real social function, and even the 
most important of functions — that of creating the arts, letters, 
sciences, politics, culture, and civilization in general. We owe all 
these good things, in which the poorest have their share, to the idle 
rentiers of Greece, Rome, and Judsea — all those ancient societies 
where idleness none the less appeared in a particularly odious form, 
because it rested entirely upon force — upon robbery and slavery. 
In air civilized societies to-day the rentier is not necessarily a parasite, 
though he may happen too often to be so as a matter of fact. But 
generally, and to an increasing extent under the pressure of public 
opinion, it is upon the rentiers that the task devolves of performing 
what we might call the gratuitous functions — those which bring no 
reward, such as charity in its numberless forms, politics, and literature, 
and which can only be performed by men who have other means of 
subsistence. That is how things are done in democratic societies 
like the United States. 

But must we conclude that it will always be so? For the proper 
conduct of great social interests, for unravelling the delicate threads 
of politics and diplomacy, and for worthily holding the sceptre of 
taste in the world of letters and of art, must we always require white 
hands that labour has not hardened, and leisured brains that have 
never been oppressed by the anxiety of performing an allotted task 
and earning the daily bread? Perhaps not. These lofty functions 
are not necessarily incompatible with labour — even manual labour. 
The existence of a rentier class would cease to be indispensable to the 
intellectual, artistic, and moral life of society as soon as sufficient 
leisure was assured to all workers. 

II. HISTORY OP MONEY-LENDING: USURY AND THE 
REGULATION OF INTEREST 

Money-lending at interest was practised throughout ancient times 
and in terribly harsh forms; yet it was stigmatized by many great 
men, like Moses, Aristotle, and Cato, who was himself a usurer, and 
was condemned by almost all religions. On the coming of Chris- 
tianity the attack upon it was renewed with redoubled energy in 
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the writings of the Church Fathers, and when the Church had 
firmly established its power it succeeded in getting loans at interest 
formally prohibited, in civil as well as in canon law. The law of 
Mahomet did the same: “God has permitted sale but forbidden 
usury/' says the Koran. The true Moslem receives no interest 
for money lent, not even from the Christian banker with whom he 
has deposited it.^ 

Although this doctrine has been treated in more modern times with 
profound contempt, and regarded as a mark of ignorance of all the 
laws of economics, yet it admits of a very easy historical explanation. 

We have already observed (p. £80) that credit in the shape of 
loans of money could only lead to ruin if it was not productive in 
character. Now in former times it could only serve, and did only 
serve, for consumption. So the ancients and the canonists were not 
so utterly wrong as they are thought to have been. On the contrary, 
they had a very clear idea of the economic state of the times in which 
they lived when they declared that lending was barren. 

The borrowers were the poor plebeians of Rome, who borrowed 
from the patricians to obtain food, and the impecunious knights of 
the Middle Ages, who borrowed from the Jews and Lombards to 
equip themselves for the Crusades. All borrowing, therefore, was 
for personal and consequently unproductive consumption. Natu- 
rally, when the day for repayment arrived the borrow^ers could pay 
neither the interest nor even the capital, so they had to pay wdth 
their bodies and their labour as slaves of their creditors.^ In these 
circumstances money-lending appeared to the lender as an abuse of 
the right of property, and to the borrower as an instrument of ex- 
ploitation and destruction, which is sufficient to explain such long- 
standing and persistent condemnation. 

In those days capital was scarcely known, even by name. Y'et 
then as now there were many people who had great need of money, 
and since there was no one then, any more than now, who was in- 
clined to lend it for nothing, some kind of compromise had to be 
discovered. So people set their wits to work, and the many ingenious 
methods devised by medieval casuistry make one of the most inter- 

^ The Christian bankers of Cairo know very well how to take advantage of this 
form of Moslem piety 

2 Ttie houses of the Roman patricians were equipped with cellars used as prisons, 
ergasiula, for insolvent debtors. In the Middle Ages debtors were less harshly treated, 
in spite of the example of Shylock. A powerful insolvent debtor had merely to furnish 
hostages to his creditors and pay for their food, which must, however, have been very 
burdensome. For this reason the canonists said: Jus usy/rae^ jus belli. 
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esting chapters in the history of economic doctrines. The principal 
devices were these: 

(1) In all cases where it was recognized that the borrower could 
make a profit — for instance, by commercial undertakings, and es- 
pecially by maritime commerce, the most hazardous of all — it 
was considered that interest was no longer usurious, but became legiti- 
mate on account of the risk incurred by the lender.^ 

{%) If the lender definitely transferred to the borrower the owner- 
ship of the capital sum lent — that is to say, if he gave up all claim 
to repayment — then in this case also the legitimacy of interest 
was easily admitted; for the lender could not be asked to give up 
both capital and income. The loan took the form of an income- 
yielding investment, 

(S) If the interest was stipulated for in the form of a penalty in 
case of non-payment of the capital on the appointed day, this also 
was valid. And since there was nothing to prevent the fixing of the 
date for repayment on the day after the loan was made, it is obvious 
that the rule could be easily evaded in this manner. 

The Reformation naturally caused a reaction against the canonist 
doctrine, not only through the spirit of opposition, but through the 
same foreshadowing of modern notions as was visible also in its po- 
litical and democratic ideas. At the same time this is true only of 
Calvinism, for Luther himself continued to condemn interest. 
Calvin, however, showed himself disposed to tolerate money-lending 
under certain conditions, and in the sixteenth and seventeenth 
centuries the scholastic arguments against usury were refuted by 
two great French huguenot lawyers, Dumoulin and Saumaise,^ the 
latter an exile in Holland. It is interesting to notice, however, that 
the Jesuits as well as the Reformers contributed to the admission of 
money-lending into practice, by inventing ingenious arrangements 
for evading the economic law: for instance, the contractus trinus, or 
threefold contract, by which the lender was held to associate himself 
with the risks and profits of the undertaking, but at the same time 
insured himself against the risks and gave up his claim to the profits 
in exchange for a fixed annual sum. 

But to find economic doctrine declaring itself in favour of money- 
lending at interest we must come to the economists — to Turgot, 
the author oi Memoir e sur les frUs d^ argent (1769), and Bentham, 

^ The Lateran Council (1515) defined the situation perfectly: ** There is usury wher- 
ever there is profit which does not arise from anything productive, and which involves 
neither labour, nor expense, nor risk, on the part of the lender.” 

^ [Better known as Salmasius, the celebrated opponent of Milton.] 
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wiio wrote -4 Defence of Usury (1787). Prom that time forth all 
economists have been agreed. And this time they are right. Why 
is this? Because the position of things has entirely changed. 

On the one hand, the parts have been inverted. It is no longer the 
impecunious now who borrow from the rich — the plebeians from the 
patricians. On the contrary, it is generally the rich, the powerful, 
the speculators, the great companies, the bankers, the owners of 
gold-mines, and the great States in particular, who borrow from the 
public, from small folk — who draw upon the people's savings and 
the peasant's stocking. The result is this: that it is most often the 
lender rather than the borrower whose fate is deserving of commiser- 
ation. It is no longer the weak and defenceless borrower who must 
be protected by law and public opinion against the rapacity of the 
lender; it is the ignorant lender who must be protected by law and 
public opinion against the exploitation of the great borrowers of 
whom modern financial history offers many scandalous examples. 

On the other hand — and these two changes were simultaneous — 
the object of the loan contract has changed. Men have almost 
given up borrowing for consumption; they borrow now to make 
their fortunes. Although loans are still described by lawyers as 
consumption loans, they have now assumed their true economic 
character as a mode of production. It is, as we have seen (p. 116), 
the entrepreneur — the actual agent of production — who hires the 
capital and pays interest for it, and this interest appears among his 
expenses of production just like the wages of labour and the rent of 
the factory. It would be foolish, therefore, to wish this entrepreneur 
to be exempted from paying interest, from humanitarian motives, 
for the only result would be to increase his profits. 

Of course this process of development is not yet everywhere com- 
plete. In the agricultural parts of the East, in Russia, the Danubian 
countries, Italy, and Algeria, credit still retains its earlier form, and 
there as of old it is the borrower — the peasant — who is eventually 
expropriated by the lender. It is in those countries, too, that the 
movement known as anti-semitism has arisen. For this reason, old 
laws against usury may still be perfectly appropriate in some lands 
and in some circumstances. 

Moreover, even in more advanced countries the old dislike of 
interest has left some traces upon legislation, if not in the form of 
prohibition, yet in that of limitation of the rate of interest.^ 

1 [We omit tke author's instance from French legislation. In England the legal 
Ty^gYimnm rate of interest was fixed in the sixteenth century at 10%; thence it was 
lowered to 8% and 6%, and in 1714 it was fixed at 5%. It was not till the nineteenth 
century that all restrictions were removed.] 
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Economists, however, protest against all limitation. It is certain 
that the fixing of a maximum price for the hiring of money is an 
altogether exceptional measure, since it is not practised in the case 
of house hire or the hiring of land. We believe, too, that it could 
be abolished without any inconvenience. 

None the less, the act of lending habitually above the current rate 
of interest, even if there is no limit placed upon this rate, constitutes 
a punishable offence — the offence of usury. 

There is no real contradiction, although there may appear to be, 
in allowing freedom in settling the rate of interest and yet punishing 
those who make a trade of lending at excessive rates, any more than 
there is in allowing consumers liberty to drink and yet punishing the 
publican who supplies drink to a drunken man. 

III. THE CAUSE OF INTEREST 

The question of the legitimacy of interest is the oldest question 
in political economy, having been debated more than two thousand 
years before that science really existed. We have sketched its main 
features in the last section. But a distinction must be drawn be- 
tween two aspects of the question that are commonly confounded. 

What used to be discussed was more especially the legitimacy of 
interest — that is to say, its legal cause: whether the lender has 
the right to receive anything beyond the capital that he has lent. 

What is discussed nowadays is more particularly the explanation 
of interest: what is its economic cause? Does it represent a real 
surplus value of capital, and if so, whence does this surplus value 
arise? 


1. The Legal Cause of Interest 

This cause is the fact that all capital is private property, for the 
right of property necessarily implies that no one can be compelled 
to hand over his goods without receiving anything in return: a 
gratuitous loan would be as unintelligible as a gratuitous sale. In 
fact, what makes this discussion obsolete and scholastic, is that none 
of those who denied the legitimacy of interest — neither Aristotle 
nor the legists and canonists — disputed the legitimacy of the appro- 
priation of capital They were not by any means socialists. They 
never contested the right of the owner to receive rent for the hire of 
house or land; why, then, deny him the right to receive interest? 

However, we will recall their arguments. 

(1) It was said that a distinction must be made according to 
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whether the borrower had or had not made a productive me of the 
borrowed capital. But what does this matter? Even in cases wh&e 
the capital has not been put to productive use, and where it could 
not be, owing to circumstances — in other words, in cases where it is 
not really capital, but merely an object of consumption — why should 
the owner of this kind of wealth be obliged to lend it for nothing? 
It is not his fault if the borrower squanders the capital he has re- 
ceived instead of making proper use of it. The command of Christ 
‘‘Lend, hoping for nothing again,’’ relates solely to the Gospel order 
of things and not to the economic order, exactly like the command 
to him that has two coats to give one of them away. From the legal 
point of view there is obviously sufl&cient justification for interest 
in the mere principle that no one can be robbed of his wealth, and 
that whoever consents to dispossess himself for the benefit of another 
has the right to do so only on such conditions as he chooses to lay 
down. 

(2) It was said, in the second place, that a distinction must be 
made, on the side of the lender, according as he had or had not 
suffered privation. But what does this matter, either? Since when 
has the remuneration that I claim — whether profit or wages — been 
in proportion to the privations that I experience? On what prin- 
ciple should I be obliged to put freely at the disposal of my fellows 
the wealth that I cannot or do not wish to make use of myself? 
Must I let other people establish themselves in my house because 
I am compelled to be absent, or allow them to eat my dinner because 
I am not hungry? This thesis could only be maintained on the 
principle that in this world man has a right only to the amount of 
wealth that is strictly necessary for his personal consumption^, and that 
any excess belongs rightfully to the community — which means the 
adoption of pure communism. 

(3) Thirdly, it was said that interest on capital must not be con- 
fused with the rent of land or houses, because land yields a periodical 
harvest and houses, if they do not yield fruit in the literal sense, at 
least provide numerous utilities — such as shelter from the weather, 
a comfortable family home, and a legal domicile — which are all 
perpetual, or which at any rate last as long as the house itself. The 
rent paid is the price of these harvests or these amenities, and, like 
them, should be perpetual or at least periodical. Of course the 
money paid by the tenant as rent has come out of his pocket, but he 
has received an equal value in exchange, just as when he pays for 
his daily bread. 

Capital that has been lent, on the other hand, and that always 
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takes the form of circiilating capital and particularly the typical 
form of money-capital, is not a durable kind of wealth like a house : 
it is destroyed by the very act of production. The coal that is cast 
into the furnace disappears in smoke, the raw material is transformed, 
the money is expended in wages. How, then, can interest pay for 
the use of a thing whose very nature it is to be consumed by its first 
employmenif 

Besides, houses and lands, simply because they are durable, re- 
main the property of the lessor, even when they are let, whereas 
borrowed money is necessarily consumed, because it is what the 
lawyers call ‘‘fungible.” That is the very meaning of the words 
used to denote loans of money in legal language: in Roman law the 
word is mutuum {ex meo tuum, mine becomes thine), and in French 
law, consumption loan — the lender definitely alienates his money 
and the borrower becomes the definite owner thereof. Would it 
not, then, be contradictory to admit that the borrower may become 
at once the owner and the hirer of the same thing? 

This last objection is no better founded than the rest. For if 
house-rent or land-rent is legitimate, how can the rent of capital 
not be so, since capital can always be used to purchase a house or 
land? Calvin himself remarked on this. When two kinds of wealth 
are interchangeable, one cannot be worth less than the other. 

As for the legal argument that rent cannot be received for goods 
that one no longer owns, it is easy to reply that the capital lent is 
neither coal nor money but capital in the abstract — pure value. 
Now that is a permanent form of wealth, that retains its identity 
as well as, and even much better than, a house which sooner or later 
perishes and falls into ruin. Capital value remains for ever, like 
the Proteus of mythology in all his transformations. As for the 
borrower, too, he becomes the owner of the coins, certainly, and will 
definitely keep them; but he does not become the owner of the 
value: that is why he will have to return them, in the shape of other 
coins. The conception of hire is therefore quite applicable to the 
case of loans of money.^ 

The question is quite different, however, if we consider the legit- 
imacy of the private appropriation of capital, as is done by socialists 

^ Another argument that we do not include here, though it has held an important 
place in the history of this question, is the one that justifies interest by the abstinence 
required for the creation of capital. We have already rejected the notion of abstinence 
as a factor in the formation of capital (see p. 113) ; still more do we set it aside as a 
justification of interest. Even if we admit that saving involves sacrifice, this sacrifice 
is sufficiently rewarded by the acquisition of the capital itself, without any necessity 
for adding a premium in the shape of interest. 
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to-day, instead of the legitimacy of interest. ' It is obvions, indeed, 
that if the appropriation of capital is robbery, the levying of interest 
must be so too. But this is quite a different matter. 

We have seen (p. 23) that capitalist appropriation has been 
vigorously attacked by socialists. The precise aim of Karl Marx’s 
famous book on Capital was to prove that this appropriation was the 
result of a historic process of spoliation, and that it remains the means 
of continuing this spoliation and indefinitely increasing it. Col- 
lectivists, it is true, admit that capital may be the object of a legiti- 
mate property right when it takes the humble form that economists 
like to give it — the canoe dug out by Robinson Crusoe, the plane 
that Bastiat’s carpenter made, or the coins packed away in an old 
stocking or placed in the savings-bank by the peasant. But the 
real capital, they say — the capital that brings riches and power — 
is not that. It is never the produce of personal labour, or savings 
effected out of the product of personal labour. On the contrary, it 
consists of savings effected out of the produce of the labour of someone 
else — the labour of wage-earning workers, — savings which can 
only increase in so far as they are used to set other workers to work, 
so as to draw fresh profits from their labour. No great fortune, they 
say, has been created in any other way than this. 

We should have to conclude from this argument, then, that there 
are two kinds of capital: the small, whose appropriation is legitimate 
because it is the fruit of honest and individual labour; and the great 
— a kind of vampire capital — whose appropriation is illegitimate 
because it involves the appropriation of the produce of other people’s 
labour. Now since all great capital obviously began by being small, 
it must follow that the appropriation of capital is legitimate at its 
birth and up to a certain stage of development, after which it be- 
comes improper. Capital, on this theory, is like those animals that 
are good when they are young, but become wicked when they grow 
up. But where is the critical point to be placed? It will be the 
point where capital has become too large to serve simply as an in- 
strument for its owner’s labour, and is used by him to set others to 
work in sufficient numbers to enable him and his heirs for ever to 
live on their income. Here we get back to the collectivist doctrine, 
and must refer ther eader to our previous discussion (pp. 355-361). 

We need only recall this point: that we cannot lay it down as a 
principle that all capital, even on a very large scale, is necessarily 
and by its very nature an instrument of exploitation, and that it 
can only increase by draining the life-blood of labour. Vampire 
capital is by no means the normal form: on the contrary, it is a 
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monstrous perversion of true capital, whose real function is to serve 
as the instrument and the handmaid of labour. We can say of 
capital what has been said of money: that it is a bad master, but a 
good servant; it is merely a matter of keeping it in its right place. 
That is what co-operative societies do: they know quite well that 
they cannot do without it, but they do not allow it to rule, or to 
take possession of the profit. 

We must remember also that if we admit the existence of much 
capital to be an indispensable condition of economic progress — a 
postulate that no socialist disputes, — and if we believe that the 
development of production imperatively demands a stock of accu- 
mulated wealth, then we ought to regard the function of those who 
accumulate this wealth and put it on the market as a very important 
one. And the most effective way of encouraging these makers of 
new capital — these social treasurers — certainly seems to be to 
assign to them the ownership of the wealth that they have capital- 
ized, with the right to make a profit on it. If private property in 
capital were abolished, and a collectivist system established in its 
place, it would certainly be necessary to establish and remunerate a 
personnel for the performance of this service. 

Nevertheless we have the right to ask whether these ‘‘treasurers” 
are not paid too highly for the function they perform, and whether 
their services could not be obtained at a cheaper rate. That is 
another question. We are assured by economists that competition 
keeps their remuneration down by means of the unavoidable fall of 
the rate of interest. That seems to us very doubtful (see below); 
but more confidence can be placed in the good organization of credit, 
and especially of mutual credit. 

2. The Economic Cause of Interest, 

Having done with the justification of interest, it remains for us 
to explain its nature and its origin. This is no longer a legal question 
— whether the lender has the right to demand interest — but an 
economic question — whether capital reaUy yields a surplus value, 
which is interest. The question goes beyond that of loans, or even 
the appropriation of capital. For instance, we may discuss whether 
the rent paid for land is really due to the landowner or whether it 
ought not rather to be nationalized; but in any case there is no doubt 
that it represents a real value, and a new one — the harvest yielded 
by the earth. Is it the same with interest? Does it represent an 


THE CAUSE OF INTEREST 


407 


equal value received by the borrower, as in all cases of excbange?^ 
Or is it merely a kind of tax that the borrower has to deduct from his 
own income, making himself by so much the poorer? 

This question is not out-of-date, like the one we have just dealt 
with: it is of the greatest present interest, and a question that is 
very far from being settled. For the last thirty years it has been 
the subject of huge books and innumerable articles in journals. The 
explanations that have been proposed may be reduced to two typical 
ones, as follows. 

(1) The oldest explanation is that of the 'productiveness of capital: 
interest exists because it is the nature of capital to produce a value 
greater than its own; and interest is precisely this increase or sur- 
plus value. 

We are not dealing here with productiveness in the material sense 
of the term — productiveness by way of generation, as when a cow 
produces calves; nor even by way of fructification, as the rentier 
thinks when he tears off his dividend coupons as they fall due, just 
as he gathers his fruit when it is ripe. It is understood (see above, 
p. 62) that capital acts in production only as an assistant to labour; 
but by the productiveness of capital is meant the extra produce due 
to labour when it is assisted by capital. Thanks to his net, the 
fisherman will catch ten times as many fish; thanks to his saw and 
his plane, the carpenter will make ten times as many boards. It is 
in this sense that the term was understood by Bastiat, and that is 
the argument that he repeated with such wearisome iteration in his 
controversy with Proudhon, Economists have long been satisfied 
with this explanation, and it will no doubt seem an adequate one to 
the reader: it is clear and simple. But the more modern economists 
describe it as “naive,’’ and have subjected it to a pitiless analysis.^ 
It has suffered the same fate as the law of supply and demand (p. 
193) and the quantity theory of money (p. 212). 

To begin with, it is remarked that if interest is due to the produc- 
tiveness of capital, this explanation fails utterly in the case of loans 
for consumption. In this case, then, it must be inferred that in- 
terest has no cause, which means that it is merely a tax levied on the 

^ There certainly seems to be something fictitious about interest, to judge from the 
fantastic results that may accrue from compound interest, and which obviously cannot 
correspond to anything in actual existence. 

2 In the front rank must be placed the Austrian economist Boehm-Bawerk, who 
criticized the theory of productiveness, as well as all the other explanations of interest 
that had been proposed, in a book that marks an epoch in the history of economic 
doctrines (1884). In a second volume (1889) he expounded his own theory, of which 
we are about to speak. 
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borrower’s purse — a legitimate one, if you like, since it results from 
a contract, but one wMch corresponds to no value that has been 
exchanged. 

Even in the case of capital employed productively (e,g. a plane) 
the notion of productiveness is said to be equivocal, for it implies 
material productiveness (e.g, boards). Now though it is obvious 
that the employment of capital enables labour to produce more, 
both in quantity and in utility, it is by no means proved that it 
enables it to produce more in value. To create abundance is not to 
create value (p. 4£). Technical productiveness must not be con- 
founded with economic productiveness. Does machinery confer upon 
the products it makes a greater value than that of hand-made prod- 
ucts? Yes, if there is a monopoly; no, if there is competition. 
In the latter case the products whose price is reduced to the cost of 
production acquire no extra value beyond that represented by the 
cost and depreciation of the machinery. It is intelligible that the 
price of boards must include the value necessary to repair the ma- 
chine or the plane — the allowance for depreciation; — but it is 
impossible to understand by what natural law it ought to include an 
extra value that would be the income of the machine or the plane. 

Finally, if productiveness were the actual, or at least the sole 
cause of interest, then the rate of interest ought to be determined by 
the degree of productiveness of the capital. How then should we 
explain the general tendency of interest to fall, when capital con- 
tinues to grow more and more powerful and productive? 

{%) A more modern explanation is this: that interest is the price of 
time, or in the ingenious phrase of the American economist Irving 
Fisher, its cause and its measure is impatience to enjoy. Strictly 
speaking this explanation is not a new one, for the idea that interest 
is the price of time did not escape the canonists,^ and was forcibly 
expressed by Turgot in his defence of interest. But only with Boehm- 
Bawerk and the psychological school did the notion find scientific 
expression, thanks to their admirable ingenuity of analysis. This 
very abstract theory has filled volumes and could not be described 
here in any detail. 

This explanation has the very great advantage of being just as 
applicable (and perhaps even better applicable) to consumption 
loans as to production loans. Indeed the man who borrows for 

^ But the canonists, while aware of the argument that interest is the price, of time, 
refuted it nobly by saying that time cannot be sold and has no price because it belongs 
only to God. That is a very different conception from the American one, that thm 
U money. 
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consumption is generally more impatient” to receive the money 
than the man who borrows with a view to production. 

It has also this further superiority: that it does not apply only to 
loans, but has a far wider sphere of application. It applies even 
when capital remains in the hands of its owner instead of being lent. 
If I own a thousand pounds and prefer to make use of it myself, by 
putting it into the ground or into the furnace of an engine, in the 
shape of seed, fertilizer, or coal, or if I have it consumed by workmen 
in the shape of a food allowance or money wages — in all these 
cases I sacrifice a present good to obtain a future good in the form of 
crops or manufactured articles. I lend the money to myself, as it 
were. So there is always an exchange of the present against the 
future, and I should not make it if I were not to get back at the end 
of the year the money I had spent 'plm something more. That is 
what the capitalist unconsciously means when he says that his 
capital ought to bring him interest. 

If this surplus value is not realized, he will say rightly that he has 
incurred a loss. If his accounts are properly kept he will only count 
as net profit the excess over the interest on the capital employed. 

In short, as it is well expressed in everyday speech, every loan is 
an advance; and what does “advance” mean, if not the gaining of 
time? 

Yet this theory, after a period of striking success, is beginning 
nowadays to be somewhat discredited. 

Indeed, we may well ask ourselves on reflexion whether it is quite 
certain that man always prefers a present good to a future good. 
It is indisputable whenever we are dealing with a present want, but 
it is not the same in the case of a future want: here, on the contrary, 
the situation may be reversed. A sack of seed wheat will be worth 
far more to me at sowing time, nine months hence, than to-day in 
January, since I shall only have the trouble of keeping it from now 
till then. If a man insures his life or his children’s education, pay- 
ing a single or a graduated premium, is he not sacrificing a present 
good to one that is to come? And why does he do this, if not because 
he thinks the future good preferable? But we may go still further. 
Whoever lends his money, surely does so precisely because he has 
no use for it at present, and because he thinks it will be more useful 
to him at the time of repayment than now. Now since there are 
necessarily as many lenders as borrowers, it cannot be said that there 
are always more people who prefer a present good than there are who 
prefer a future good. 

A future good, though identical with a present good, has always a 
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lower value: that is a psychological law, confirmed by everyday 
experience. To have something for dinner to-day is a very different 
thing from having something for dinner in a year’s time, or ten ox 
a hundred years’! The value of a good thing diminishes in pro- 
portion to its distance from us in time, exactly as the size of an object 
diminishes when it is far away; and just as an object getting more 
and more distant becomes finally invisible, so value ends by becoming 
negligible or even disappearing altogether if the time is very far off.^ 
If it were not so — if a future good had the same value as a present 
one — the most astonishing results would follow. For instance, the 
value of any piece of land, even the smallest, would be infinite, or at 
any rate would amount to millions of pounds; for its value would be 
the sum of all the crops expected from it as long as the earth endures, 
or at least as long as there are men to cultivate it! Now we know 
quite well that it is nothing of the kind: the value of a piece of land 
is not more than twenty or thirty times the value of its present crop, 
because the value of each future crop is only reckoned at a figure 
that diminishes rapidly until it reaches zero.^ 

This being admitted, let us consider what happens in the case of 
lending. The lending of money is not a hiring contract, as in the 
case of a house or land: it is an exchange contract. But an ex- 
change of what, since all capitals in the form of money are identical? 
It is an exchange of a present good for a future good. I hand you 
a present good in the shape of a bag of money containing £100, or 
a bank-note of the same value, and I receive in exchange a future 
good in the shape of a promise to pay £100 in a year’s time. But if 
the exchange were made on these terms the values would not be equal, 
for £100 payable in a year is not worth £100 to-day. If I put the 
present £100 in one scale of the exchange balance and the future 
£100 in the other, the latter will be the lighter: so a little extra 
weight must be added to the scale containing the future value — 
say £5 — in order to restore the balance. This supplementary 
amount is precisely interest. Or else, what comes to the same 
thing, we must remove a portion from the heavier scale — say £5, 
leaving only £95 — and this deduction is what is called discount 

^ This law seems merely a scientific translation of such popular sayings as, “A 
bird in the hand is worth two in the bush.” But all that these proverbs convey is 
the fact that every future satisfaction is always uncertain, whereas the theory described 
in the text has a deeper signification, namely, that the future satisfaction, even when 
certain, is not worth as much as the present satisfaction. 

2 Thus the public has learned, not without surprise, from the discussions about 
German reparations, that the present value of 8,000 million poimds to be paid in 42 
annual instalments is only about 2,400 or 3,200 millions. 
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The only difference between a loan in the strict sense of the word 
and discount, is of course that in one case the interest is added to 
the capital when it is repaid, while in the other case it is deducted 
from the capital at the time of borrowing. 

Is there not a vicious circle in this explanation also? If present 
capital is generally preferred to future capital, is it not simply be- 
cause the possession of present capital enables us to invest it at 
interest? Is not the preference for present money determined by the 
existence of interest, and not the other way about? 

Between these two explanations one may make one’s choice. Yet 
they are not incompatible: they may even be presented as comple- 
mentary to each other — and that not by a convenient process of 
eclecticism but for the same reason as we gave in dealing with value. 
Just as value seems to be determined not by a single force but by 
two opposing forces, one on the seller’s side, and one on the buyer’s 
— the two propping each other up, like the two sides of an arch, — 
so, in the case of interest, we must look at both the lender’s and the 
borrower’s side of the transaction. On the borrower’s side, in the 
case of a production loan, it is the degree of productiveness of the 
capital to be borrowed; on the lender’s side, it is his degree of prefer- 
ence for the anticipated future good over the present good that he 
gives up. And it is the rate of interest that reconciles these opposing 
claims, by its rise or fall, assuming, of course, that there is compe- 
tition between borrowers on the one hand and lenders on the other. 

IV. THE DETERMINATION OF THE RATE OF INTEREST 

We have seen that the rate of interest^ was for a long time settled 
by law, and was so in France for non-commercial loans until quite 
recently. But such legislative limitation can only give legal sanction 
to what is approximately the current rate; otherwise it would be 
useless. What matters, then, is to ascertain the economic and 
natural laws that determine the rate of interest, like those which 
determine the rate of wages or the prices of goods. 

If capital were borrowed in kind, in the shape of factories, ma- 

^ The rate of interest is the ratio between the amount of the income and that of the 
capital. To express it most conveniently, the capital is represented by the conventional 
figure 100, and the rate of interest as a percentage — 3%, 4%, 5% etc. It used to be 
calculated differently: the interest was expressed as a fraction of the capital. Thus 
money lent at 5% was said to be a loan of the twentieth 'penmj^ because the interest was 
one-twentieth of the capital; 4% was called the twenty-fifth penny, and so forth. 
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cHnery, or any sort of instruments of production, there would be 
set up for each, of these a different hiring frice^ according to their 
respective qualities, durability, and productiveness, just as the rent 
of houses varies according to their degree of comfortableness and 
their situation, and as the rent of land varies according to its fer- 
tility. 

But capital always takes the shape of money (or its equivalent in 
credit instruments). This is, first, because the borrower always 
prefers to receive money rather than capital in kind, having thus 
more liberty to adapt the loan to the purposes he has in view; and, 
secondly, because it is necessarily in this form that capital is put on 
the market by all those who have saved and are seeking to invest 
their savings. In fact, capital in kind could not be created by 
saving, but only money capital. 

Now this substitution, which transforms a hire into a loan, has 
certain remarkable results. 

On the one hand it tends to eliminate all causes of variation and to 
equalize the hiring price of all capital; for all capital must be of the 
same value if it is lent and borrowed in the same form, as money. 
Henceforth it has differences of quantity only, and not of quality. 
Moreover, capital in this form is essentially mobile, and therefore 
moves almost instantaneously to any point where it is attracted by 
a higher rate of interest; and the result of this is that any differences 
are rapidly smoothed out. Therefore at any given moment there 
is only one rate of interest in the national, and even in the inter- 
national market. 

But, on the other hand, this substitution of money introduces into 
the determination of the hiring price of capital a differentiating cause 
which assumes very great importance: the degree of solvency of 
the borrower. In fact, as we have already observed, the borrower 
is not really a hirer: he acquires the definite ownership of the money, 
and can do what he pleases with it. It is possible, therefore, that 
he may be unable to return it; thence arises a risk for the lender, 
which will cause him to demand higher interest as compensation for 
the possible loss of his capital. The high interest is a premium of 
insurance, which the lender naturally requires the borrower to pay. 

Interest should therefore be divided into two parts: (1) Interest 
properly so called, representing the price paid for the right of dis- 
posing of the capital. This is the same for all loans (on the same 
market and at the same time); (2) An insurance premium against 
the risk of loss. This varies for each loan, and it is this which de- 
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termines almost entirely the differences between the rates of interest 
of all investments in public funds or Stock' Exchange securities.^ 

What, then, are the causes determining this general rate of in- 
terest, or, in other words, the price of hiring money capital? We 
must not imagine that we can discover a single cause, any more 
than we can in the case of the value of commodities or the price of 
labour. There are many causes, but they may be summed up under 
the old formula of supply and demand. 

The supply of capital in the shape of money or credit instruments 
depends in the first place (1) upon the saving power of the country, 
aided by good credit and savings institutions to facilitate this saving 
and provide outlets for it. But {%) it is not enough for capital to 
be abundant in the country: it must also be abundant in the market, 
and must be offered for loan. This implies the existence of a numer- 
ous class of persons unable or unwilling to utilize their capital by their 
own personal industry^ for in a society where everyone made use of 
his own capital, it is plain that, however abundant it might be, it 
would not be offered. Lastly, (3) the supply of capital depends on 
the security of the investments. Without this, as has happened in 
the past and as still happens in countries exposed to the inroads of 
enemies or of their own governments, capital will be uselessly hoarded 
instead of being offered on loan. 

The demand for capital is determined by its productiveness — not 
exactly the average productiveness of the business undertakings in a 
given country at a given moment, but more precisely the productive- 
ness of the least productive businesses among those to which capital 
is offered; for it is they that command the market for capital, simply 
because they cannot give more. If these businesses can only give 
3% interest, more remunerative ones, which could pay more if 
necessary, will be careful not to do so. 

In a new country, endowed with all manner of natural resources 
— virgin land to be cleared, mines to be exploited, and roads to be 
made — the rate of interest will be very high: firstly, because cap- 
ital is scarce, and the more so since those who possess it are keeping 
it to make use of it and not putting it on the market; and also be- 
cause in such a country there are no undertakings bringing in small 
returns — they are despised. 

^ To these two elements we ought to add a third: the 'premium for depreciation, 
representing the annual payment necessary to repair the capital that has been used 
once, in the case of capital in kind, or to reconstitute the money capital after it has 
been spent. But this is not really interest: it is a portion of the future capital coming 
to replace past capital. . 
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In an old country, on the other hand, the converse causes will 
operate: capital accumulated by long saving will be offered in abun- 
dance; and as modes of employment with a high degree of productive- 
ness will all be already supplied, this capital will be driven into less 
productive businesses, thus keeping dowm the general rate of interest. 

Loans at interest, like wages and rent, are speculative contracts 
— that is to say, the lender forgoes all claim to the profits of the 
undertaking in return for a fixed annual payment. We have seen, 
however (p, 412), that when lenders prefer the chances of gain or 
loss to the security of a fixed income, the borrower promises them only 
a share of the profits if there are any, and nothing if there are none; 
and if there is a loss, it is on the capital provided by the shareholders 
that it falls first. But then this is not, legally speaking, a loan at 
all, but a 'partnership: the credit instruments of these lenders are 
called shares instead of bonds, and their income, instead of being 
called interest, is called a dividend. The rate of dividend must 
naturally be higher than the rate of interest, as it represents a more 
uncertain income: it must include a premium of insurance against 
the risk of bad years. Generally, too, the dividend also includes, 
besides interest and insurance premium, what is called profit. But 
we shall recur to this question when we come to deal with profits. 

V. WHETHER THE RATE OF INTEREST TENDS TO FALL 

If we must desire a rise in wages from the social point of view, we 
must conversely desire a fall in the case of interest. 

It must be desired in the first place from the point of view of dis- 
tributive justice; for by the very fact of reducing the share deducted 
from the total production by the capitalist, a fall in the rate of in- 
terest must (other things being equal) increase by so much the 
share available for labour; and the more so because the rate of in- 
terest determines not only the income of the capitalist, but also, 
indirectly, the rate of profits and of rent, and consequently of the 
whole income of the possessing classes. 

It must be desired also as a stimulus to production; for by con- 
tinually lowering the hiring price of capital, and consequently the 
expenses of production, it must facilitate the execution of under- 
takings that were formerly impossible. Here are lands to be cleared, 
and houses that one would like to build to house the workmen, but 
it is well known that land and houses will not bring in more than 
3%. If, then, the current rate of interest is 5% it will be impossible 
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to get capital for these undertakings, for they could only be under- 
taken at a loss. So they will be left alone. But suppose that the 
rate of interest falls to 2%: there will immediately be a rush to execute 
them. Turgot compared a fall in the rate of interest, in a celebrated 
simile, to the gradual fall of waters that allows cultivation to extend 
over new lands. 

But it is not enough that this fall should be desirable. Is it prob- 
able Has it a permanent character? Is it to be regarded as a true 
economic and natural law, like that of the increasing value of land 
or the fall in the value of money? 

The law has always been affirmed by political economy, and espe- 
cially by the French optimist school, from Turgot to Paul Leroy- 
Beaulieu; and Bastiat included it among his most beautiful “har- 
monies.” 

The theory rests both on reasoning and on facts. 

As far as facts are concerned, the great fall of the rate of interest 
is one of the most characteristic economic phenomena of the second 
half of the nineteenth century: from 5% in the middle of the century 
it fell to 3% in 1897, the year that marked the lowest point. 

As a matter of theory, most of the causes already enumerated as 
determining the rate of interest seem bound to operate in the direction 
of a fall. It seems reasonable to think that in every progressive so- 
ciety capital must become more and more ahundanty like all wealth 
that is produced, and that consequently its final utility and its value 
must go on diminishing. Security, also, ought to go on increasing, 
at any rate if we admit that civilization implies more fidelity to their 
engagements on the part of individuals and States, or more effective 
means of control on the part of creditors. And alongside of these 
optimistic forecasts we can even place a pessimistic one, which never- 
theless will operate in the same direction — namely, that capital 
will in future become less productive, and that profits will diminish, 
alike in agriculture, owing to the law of diminishing return, and even 
in industry and transport, because opportunities for employment 
in these directions are limited. It seems indisputable, for instance, 
that the railways which may yet be constructed in France will be 
far less productive than the great lines already built. 

It even seems that there is scarcely any assignable limit to this 
decrease, for here there is no limit set by the cost of production, as 
in the case of commodities, or by the cost of subsistence, as in the 
case of the wages of the workman. The only limit is the point 
below which the capitalist will give up lending and prefer to hoard 
or to consume his capital. But what is the rate below which he will 


416. . ■ NON-WORKING CAPITALISTS 

ratlier spend or lock up Ms money than lend it? Will it be 1% — 
or 1 per thousand? 

Bastiat declared that interest might fall below any assignable 
figure, yet without ever reacMng zero, like those well-known curves 
in mathematics which approach nearer and nearer to a straight line 
called an asymptote, without ever touching it, except at infinity. 
Some economists would go further stiU and believe that the rate of 
interest may fall to zero, which would mean the disappearance of 
interest and free credit. 

Those are the arguments for the indefinite diminution of the rate 
of interest. None of them, however, seems to us decisive. 

In economic history, in fact, the fall of the rate of interest never 
appears as a regularly descending line — like the fall in the value 
of money which has continued almost without intermission for more 
than a thousand years — but as a broken line without any well- 
marked direction, either upward or downward. The fall during 
the second half of the nineteenth century was very striking; but 
what are fifty years in the whole course of history? Under the 
Roman Empire the rate of interest was no higher than it is to-day, 
and in Holland in the eighteenth century it had already fallen as 
low as at the end of last century. It is quite possible, therefore, 
that in the future the rate of interest may rise; and a very marked 
rise was indeed observed, even before the war, in the rate of interest 
for public fimds and the chief Stock Exchange securities. 

It was in 1897 that the fall in the rate ceased and a period of rise 
began, showing itself in the form of a fall in the price of all fixed- 
income securities. Thus the price of Consols, which in 1898 
was nearly 111, had fallen by 1913 to below 74, which represented a 
rate of interest of nearly 3|%. 

But since the war it has been a very different matter. The up- 
ward movement of interest and the fall in the price of securities have 
been greatly accelerated, so that the rate has risen above 6%. This 
rise is only too easily explained by the enormous need of the bellig- 
erent States for money, and the immeasurable destruction of capital. 
The rise in interest would have been greater still if the belligerent 
States had not resorted to the issue of paper money on a large scale, 
with the double result, on the one hand, of reducing to that extent 
the issue of government loans, and on the other hand, of providing 
the public with the funds necessary for subscribing to these loans. 

There is every reason to believe that the rise in interest will defi- 
nitely continue long after the war, since the same causes will remain 
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in operation.^ Given tlie urgent necessity for reconstruction every- 
where, the world will experience a veritable famine of capital; and 
if, as Mr. Irving Fisher says, the real cause of interest is impatience/^ 
it will surely never have operated with such intensity as now! More- 
over, since the supply of capital will be at a minimum, owing to the 
terrible extent to which it has been consumed, and since the pro- 
ductiveness of businesses after the war wiU undoubtedly be greater 
than it has ever been before, on account of the rise of prices, we cer- 
tainly cannot see a single reason for believing that the rate of interest 
will fall for some time yet. 

But this time, too, will pass, and if we look beyond it and try to 
forecast the fluctuations of the various factors that influence the rate 
of interest, we can but find them quite uncertain. The increasing 
abundance of capital is indeed probable; but it may very well be 
counterbalanced by an increasing demand. Does not every busi- 
ness undertaking require a greater and greater amount of capital? 
iind so far as risk is concerned, does anyone imagine that there 
are fewer insolvent debtors now than there used to be, or fewer 
bankruptcies, fewer gigantic swindles, or less capital sw^allowed up 
in hazardous enterprises and, above all, in the bottomless gulf of 
armaments? Certainly not! Why, then, should anyone feel justi- 
fied in concluding that it will be different in the future? 

In the matter of productiveness, if we look only at a given industry, 
such as railways or gas lighting, there is undoubtedly a limit to their 
development; but if we look at production in general, we can see 
that old industries are continually being replaced by new ones. Now 
there is no ground for asserting that motor transport, for example, 
will be less remunerative than rail transport, or electric lighting less 
remunerative than gas. 

In short, what seems most likely is that the rate of interest will 
pass through the same long periods of alternate rise and fall in the 
future as in the past.^ It does not appear to us to be established, 
therefore, that belief in an indefinite fall in the rate of interest can be 
erected into a law, or that there is any foundation for regarding it 

1 For many arguments in support of this view see an article on “The Rate of In- 
terest after the War,” by Mr. Irving Fisher, in the Annals of the Academy of Phila- 
delphia (November, 1916). The contrary view has also been maintained, however. 

2 This forecast, which we made in the first edition of this book in 1883, did not 
agree with that of M. Paul Leroy-Beaulieu, who, like almost all economists of the 
liberal school, has always predicted a faU. This prediction was fulfilled down to 1897, 
when the fail was succeeded by a rise. 
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as one of the factors tending to bring about the equalization of human 
conditions. 

This is not to say, however, that we may not be right in expecting 
the share of wealth accruing to capital to be reduced in the future; 
but this reduction will take place in profits rather than in interest 
(see below. Chapter IV). Nor would such a result be due to the 
operation of some natural law, but to purposive and persevering 
human action, operating probably through co-operative credit asso- 
ciations and similar consumers’ societies. 

With regard to the hypothesis that the rate of interest might fall 
to zero, or even lower, this is by no means such an absurdity as it 
would be to see all wealth becoming free on account of its superabun- 
dance. For the production of wealth necessarily involves labour, 
and is therefore burdensome, whereas the transformation of wealth 
into capital is only a change of destination, not necessarily involving 
labour, or even hardship. Of course purely gratuitous lending will 
always be an act of generosity and, as such, outside the sphere of 
poHtical economy. But it is conceivable that, in cases of abundance 
of capital, the lender might be satisfied with the certainty of re- 
covering his capital at the right time, and with being exempted 
meanwhile from the trouble of looking after it. That is exactly 
what sometimes takes place in the case of loans in the shape of de- 
posits. 



CHAPTER III — WAGE-EARNERS 

I. WHO AHE THE WAGE-EAENERS? 

Wages, as defined by many economists, are ^"any kind of income 
received by a worker in exchange for his labour.’’ But this definition, 
which lumps together with the workman the peasant, the craftsman, 
the shopkeeper, the official, and the employer himseh in so far as he 
takes an active part in the business, is somewhat tendencious in the 
wideness of its scope. It is inspired by the desire to refute the at- 
tacks of socialism by denying all difference between the claims of 
the various recipients of shares in the distribution of w^ealth, and 
including all incomes under a single heading: it makes capitalists 
and landowners "‘comrades” of the wage-earners.^ The term 
“wages,” in economics as in everyday speech, should be used to 
describe not just any kind of income, nor even every kind of re- 
muneration of labour, but simply a very special kind, namely, the 
price of labour hired and employed by an entrepreneur. 

We have seen, indeed, on many occasions, that the entrepreneur 
system is the characteristic feature of modern economic organiza- 
tion. Now the wage system is inseparable from the entrepreneur 
system: the two are like the two sides of a medal, or rather like the 
sale and purchase of a single commodity. The commodity in this 
case is labour; the wage-earner is the vendor, and the entrepreneur 
is the purchaser. 

Defined thus, the wage system is merely one mode of remuneration, 
in no wise necessary or unique, but comparatively recent in economic 
history — a system which has only become general as a result of the 
modern capitalist and labour-employing organization of industry, 
and which might very well disappear along with that organization. 
That will become more apparent in the course of the following section. 

Our definition of the wage system obviously includes all who work 
under the orders of a master, in agriculture, industry, transport, or 
commerce, whether they are manual workers, clerks, engineers, or 
even managers, and even if they have a salary of £20,000 a year. 

^ This was what Mirabeau, the orator of the French Eevoiution, meant when he 
said: “I know only three ways of living in society: one must be either a beggar, a 
thief, or a wage-earner. A landowner himself is only the first among wage-earners.” 

419 
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But, conversely, it excludes aU producers wlio work on their own 
account — that is to say, (a) independent producers: peasants, re- 
tail dealers, and craftsmen, though they are often poorer than 
wage-earners; (6) those who practise a liberal profession: doctors, 
lawyers, artists, etc. For both these classes work not for a mastery 
but for the public — for a client. 

II. HISTORY OP THE WAGE SYSTEM 

The wage system was still unknown during that long period that 
we have called the period of family industry when the master 
of the house procured all he required by the labour of his servants, 
slaves, or serfs. It is true that in every age, even in ancient times 
and under the slavery system, there have been poor but free men who 
hired out their arms to a rich man in exchange for a certain price in 
money or in kind. But these free workers of antiquity were rather 
what we should nowadays call craftsmen — independent producers 
making a living out of some trade, who were sometimes hired as extra 
hands when the number of slaves or servants was insufficient. 

There was scarcely more room for the wage-earner, properly so 
called, under the second system — the corporative or guild system. 
No doubt the journeymen were paid by the master, but their re- 
lation to him was not that of a wage-earner to his employer. Their 
very name, ‘‘companions” (from cum pane, denoting a “messmate”) 
shows plainly the nature of the relation between them, at any rate 
at the beginning. Nor was it only the relation of a common life 
and mutual assistance: there was also the bond of reciprocal obli- 
gations of a somewhat crude kind. Journeymen could not be dis- 
missed at their master’s pleasure, but they might not leave him; 
their wages were fixed by the guild statutes and sometimes by the 
local authorities, but they could not get them increased. But they 
all hoped one day to set up for themselves as masters, and for many 
of them this hope was realized. 

But when at the end of the Middle Ages the small town markets 
ceased to be the centre of economic life, and the way was prepared by 
the setting up of the great modern States and the opening up of 
new routes for the creation of national and even international markets, 
the small masters of former days were not rich enough to produce 
sufficiently. They were gradually replaced by capitalists — great 
merchants, who were later on to become the captains of industry; 
and thus little by little was developed the typical master or employer. 
At the same time the guild companions saw the path to mastership 
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barred to them. They began to form a separate class; they were 
excluded from the corporations, and consequently from all partici- 
pation in the fixing of their own wages; and in opposition to the 
masters’ associations they set up associations of workmen — the 
earliest form of trade unions. Henceforth capital and labour were 
to walk apart. 

One further step was necessary to create the type of wage-earner 
that exists to-day. This was the abolition of all the restrictions 
and regulations that caused the inferiority of the guild system and 
I that bound the workman while they protected him. Labour had 

to be made absolutely mobile, so that it could be organized at pleas- 
ure. This was first accomplished by the manufacturing system, 
which was created with various privileges conferred by the State, 
outside the guild organization, and was thereby exempted even 
from the guild regulations. The manufacturers were thus enabled 
to apply the division of labour freely, and to produce on a large scale. 
In this way the edicts of Turgot and of the French Revolution, de- 
creeing the complete freedom of labour, were realized in a more 
general manner. 

Thenceforth the workers were indeed free — free to sell their 
labour at the price determined by the law of supply and demand, 
free to refuse it, and free to depart when they pleased. But naturally 
the masters were also free under the same conditions — free to pay 
the minimum price at which workers could be procured, whether 
men, women, or children, and free to discharge them at their pleasure. 
The wage contract was henceforth as free as a contract of sale, and, 
in a sense, even more so, because the law did not condescend to have 
anything to do with it. So labour became a commodity whose value 
was determined by the same laws as any other commodity. The 
wage system was thus actually established. 

No one, not even among socialists, dreams of denying that this 
system gave a great impetus to production and provided industry 
with a powerful tool. But neither will any impartial observer deny 
that this reciprocal freedom benefited the employers more than the 
workers at the beginning. The workers were isolated, unorganized, 
the victims of legislation which refused them the right to combine, 
and in the worst possible position for making use of the commodity 
they possessed — namely, their labour — which they could only sell 
at a low price, the more so because the disintegration of the guild 
system coincided with and facilitated the introduction of machinery. 
It is generally agreed that from the end of the eighteenth century to 
about the middle of the nineteenth, the condition of the wage-earn- 
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ing workers of Europe was very hard — far more degraded than that 
of the poorest peasants — and that the system of liberty was less 
beneficial to them than the previous systems. 

III. THE INCREASE OF WAGES 

Even in our own day it must be admitted that the share of wealth 
allotted to wage-paid labour, whether manual or even intellectual, 
has always been very moderate in comparison with that received by 
the other agents of production. The average rate of wages before 
the war was 5s. 9|d. a day in Paris and 3s. 4d. in provincial towns. 
JI we reckon 300 working days in a year, though the average is really 
a good deal less than this, we get an annual income of £86 11s. 3d. in. 
Paris and £50 in the provinces. But those are the wages paid in 
industry. For agricultural workers the average was not more than 
2s. 5d. a day, or say £36 a year. Moreover, those are men’s wages: 
women’s were only half these amounts; the average was not more 
than 2s. 5d. in Paris and Is. 8d. in the provinces.^ 

When the workman has a family and can add to his own wages 
those of his wife and such of his children as are over school age and 
have not yet left home, then the total income of the family may be 
sufficient. But this accumulation of wages is only possible for a 
short part of his life, since he must wait till the children are old enough 
to leave school, and since they very often leave home as soon as they 
are 18 or 20. The workman, moreover, is compelled to retire much 
sooner than the bourgeois or the official, and his wages, instead of 
increasing like theirs, tend to fall rapidly as he grows older. 

It is true that however low wages may be, they are yet considerable 
compared with what they were only half a century ago. The gradual 
rise of wages is a fact that cannot be disputed. From the thou- 
sands of statistics drawn up by all countries, we are enabled to draw 
the conclusion that wages, both agricultural and industrial, were 
far more than doubled during the course of the nineteenth century.^ 

^ [The following are examples of English pre-war average weekly wages, drawn from 
the Labour Gazette^ the oiOScial organ of the Ministry of Labour: Building trades 
(excluding labourers), 39s. 5d.; Engineering (excluding labourers), 40s. lid.; Ship- 
building (excluding labourers), 39s. lOd.; Labourers in the above trades, 24s. 2d.; 
Printing and Bookbinding, 34s. lOd.; Furniture making, SSs. 6d. The wages of dock 
labourers ranged from 4s. 6d. to 6s. 8d. per day of about 10 hours. Agricultural 
wages were about 15s. to 22s. per week.] 

^ In the case of France the wages index number rose between 1810 and 1910 from 
100 to 275, so that wages increased nearly threefold, whereas the index number for 
the cost of living only rose from 100 to 140. 
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Since the war we may say that the rate of wages has been about 
trebled^ — call it about 16s. to £0s. a day in industrial employments, 
and 9s. 6d. to l^s. in the country. 

But if it is borne in mind that the index number for prices rose 
from 100 in 1914 to over 400 in 1920, and is still over 300, it will be 
realized that though nominal wages have risen enormously, real 
wages have rather fallen.^ For the distinction must never be lost 
sight of between nominal wages, which are merely the sum of money 
(paper or metal) received by the wage-earner, and real wages, which 
are the total satisfaction, the quantity of goods, that he can procure 
with this money. 

Moreover, there is every reason to believe that this is only a tem- 
porary inflation that will collapse as soon as prices themselves fall; 
in fact, the fall in prices that began in 1920 was immediately followed 
by a fall of wages in many industries. 

Even supposing that a rise in real wages could be predicated, the 
problem must not be regarded as solved, for we should have to recog- 
nize that it has been far exceeded by the increase in wants. And 
since the feeling of comfort or poverty depends far less on the absolute 
amoimt of the income and the standard of consumption than on the 
relation between income and wants, it follows that even with an 
increased wage the working classes may feel themselves worse off; 
for human nature is such that even comfort seems like wretchedness 
if it is contrasted with the opulence of its neighbours. Nor must it 
be said that this increase of wants is attributable to the working 
classes themselves, for it is quite obvious that most of it is due to 
imitation of the wealthy classes. 

This is not simply a question of unsatisfied appetites: it is also a 
matter of justice. The workers consider that they have a right 
not only to such an improvement in their position as their employers 

^ [The rise has not been quite so great as this in England. “It is estimated that at 
the end of February, 1922, weekly full-time rates of wages of adult workpeople, in the 
industries for which particulars are available, were approximately 100 per cent, above 
the pre-war rates. As the length of the normal working week had been considerably 
reduced in the same period . . . the percentage increase in hourly rates of wages 
would be substantially greater. At the end of 1920, shortly before the decline in 
wages began, the increase on pre-war rates in the same industries is estimated to have 
been about 170 or 180 per cent.” (Labour GazeftSy March 1922, p. 109.) The article 
goes on to give certain reasons for thinking that this figure of 1 00 per cent, may possibly 
be somewhat in excess of the true average for all industries.] 

* [The English price index number only reached 276 in 1920 (see the table on p. 
61) and has since fallen to 179. So real wages as well as nominal wages would appear 
to have risen in England since 1914.] 
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may think sufficient, but to an increase of income at least proper- 
tional to that of other classes of society. Now is this the case? 
Has the increase of wages been 'pTO'poTtiouol to the genefol ificreose of 
wealthf All economists of the liberal school answer in the affirmative, 
and try to prove that the share received by labour has increased more 
in proportion than the share received by capital. 

But this proof was not very convincing as regards the past, and 
the war will not have brought any fresh arguments to its support; 
for though it is true that wages have benefited to an enormous ex- 
tent, it is easy to see that their increased value is still below that of 
profits. No doubt the workers may think themselves lucky com- 
pared with the capitalist rentiers who have suffered all the evils 
arising from the depreciation of money, with hardly any compen- 
sation. But all the same the real war profiteers are not the wage- 
earners but the manufacturers, the merchants, and, above all, the 
farmers. 

IV. THE LAWS OP WAGES 

To define the laws of wages is to try to formulate their action — 
to seek to discover the general causes that determine the rate of 
wages and make it rise and fall. It is one of the great problems of 
political economy, and has provided matter for controversy that has 
lasted for a hundred years and more, like the problems of rent and 
interest (see above, pp. 337-375, 398-418). 

One might be inclined at the outset to ask oneself whether there 
are really any natural laws determining the rate of wages. Is it not 
a vain enquiry, since the rate varies from trade to trade and from 
place to place, and is determined in each particular case by free dis- 
cussion — or what is presumed to be free — between employer and 
workman? 

This would be a fallacious argument. For the price of goods also 
varies according to their nature, the place, and the time; and of 
them, too, it may be said that the price is the outcome of free dis- 
cussion between seller and purchaser. Yet that does not prevent our 
seeking for the laws that determine prices. There is no contradiction 
in this. Prices and wages are undoubtedly determined by agree- 
ments between men,^ but these agreements are themselves conditioned 

^ Yet it is not really correct to say of wages, any more than of prices, that they are 
settled by particular agreements: everyone knows, on the contrary, that just as 
there is a current price for every commodity — a price which can only be modified to 
a very slight extent by individual bargaining, — so, too, there is a current rate of 
wages for each kind of labour which is obligatory alike upon employers and workmen. 
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by general causes wMch it is our business to discover. To believe 
in the existence of natural laws in political economy is simply to 
believe that when men make agreements, they are swayed by certain 
psychological motives or certain external circumstances which are 
of a general character and may be picked out from the confused mass 
of particular wage contracts. 

Now since labour, under the existing economic organization, is 
only a commodity like any other, and is sold and bought (or hired) 
on the market, it seems evident that its price must be determined by 
the same laws as those which settle the prices of other commodities. 
These laws we have already studied in connexion with value, and 
they are summed up in the common formula of supply and demand, 
or in the vivid and picturesque version of it given by Cobden : When- 
ever two workmen run after one master, wages fall; whenever two 
masters run after one workman, wages rise.” 

But this is rather a mere statement of fact than an explanation. 
The real problem is to ascertain wk^ it should sometimes be the 
workmen who run after the master, and sometimes the other way 
about. 

A satisfactory law of wages ought to explain all variations in wages : 
(1) why wages are higher in one coxmtry than in another; (2) why 
they are higher at one time than at another; (3) why they are higher 
in one trade than in another. 

In the history of economic doctrines we must distinguish three 
main theories on this subject. The first two, however, after having 
shone in the front rank, are now eclipsed. 

1. The Wages Fund Theory 

This was for a long time the classical theory in England, and one 
which held an important place in the history of economic doctrines. 
It is the one which approaches most closely to the formula of supply 
and demand, of which, in fact, it is merely a more precise state- 
ment. 

The supply, according to this theory, consists of the workers — 
the proletarians — who are in search of work and who offer their 
services in order to earn a living. The demand, on the other hand, 
consists of the capital that seeks investment. We have already 
seen (pp. 105-108) that there is no other way of giving productive 
employment to capital than by using it to set workmen to work. 
The rate of wages will be determined by the ratio between these two 
factors. 
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Take the circulating capital of a country, wHch economists used 
to call the wages fund because in their view its function was to sup- 
port the workers while they were at work; and then take the number 
of workers. Divide the first figure by the second, and the quotient 
will give you the amount of wages. Thus if the circulating capital 
amounts to five hundred million pounds, and the number of workers 
is ten millions, the average annual wage will be exactly fifty pounds. 

It is obvious that on this theory wages can only vary according as 
one of the two factors varies. So a rise of wages is only possible in 
the two following cases: 

(а) If there is an increase in the wages fund — the total to be 
divided; and this can only increase through saving; 

(б) If the working population — the number of participators — 
diminishes; and this can only happen if the workers put into practice 
the principles of Malthus and either abstain from marriage or limit 
the number of their children. 

But this theory, though still upheld by some economists, is greatly 
discredited at the present day. 

To begin with, the fact on which it is based — namely, that a 
certain amount of working capital is needed for setting the workers 
to work — is of interest only from the point of view of production 
and has nothing to do with distribution. It is indisputable that 
wages are paid out of capital, since the money that the entrepreneur 
uses to pay his workmen is certainly capital; but it by no means 
follows that the rate of these wages is determined by the amount of 
this capital. The question whether an entrepreneur will have the 
wherewithal to set his workmen to work — enough raw materials 
or tools — is one thing: the question of what share in the income 
from the business he wiU be able to allow them, is quite another. 
The answer to the first question depends on what he possesses: the 
answer to the second depends on what he will produce. The demand 
for labour depends on industrial activity, but this activity depends 
in its turn far more on the expectations of the entrepreneurs than on 
the amount of money that they have in their cash boxes or that their 
credit enables them to obtain from their bankers. 

Furthermore, the apparent precision of this theory is a mere il- 
lusion. After all, when we examine it closely, it resolves itself into 
this: that the rate of wages is found by dividing the total sum paid 
in wages by the number of wage-earners — which is mere tautology. 
Or, if we choose to take it in the broadest sense, it means that the 
greater the wealth of a country the higher are wages in it — a prop- 
osition that is too tri%dal to possess any scientific interest. 


THE LAWS OF WAGES 


4^7 


£. The Iron Law of Wages 

TMs second theory also starts from the fact that manual skill, 
or labour power, under the existing organization of society is only a 
commodity that is bought and sold on the market. The workers are 
the sellers, and the employers the purchasers. Now wherever com- 
petition can have free play, is it not a law common to all kinds of 
goods that their value is determined by their cost of production.^ 
That is what economists call natural price, or normal value. It must 
therefore be the same with this commodity called labour or manual 
skill. Its price also, which is wages, must be determined by its cost 
of production. It only remains to find out what the term “cost of 
production” means when applied to the person of the worker. 

Let us take a machine* as an example. Its cost of production is 
represented by: (1) the value of the coal it consumes; (2) the 
amount that must be set aside every year for depreciation — that 
is, to replace it by a new one when it is worn out. In the same way 
the cost of production of labour will consist of: (1) the value of the 
food that the workman must consume to keep himself in a fit state 
to produce; (^) the depreciation fund necessary to replace him when 
he is past work — that is to say, to bring up his child to manhood. 

For this reason wages must fall to the minimum strictly necessary to 
enable a worker and his family to live, or, to put it more generally, to 
enable the working population to live and to perpetuate itself. 

Such is the theory generally known as the brazen or iron law. 
This high-sounding name, invented by Lassalle, captured the imagi- 
nation from the outset: for thirty years it made the refrain of a 
socialist war-song and served to inflame the passions of social hatred 
by proving to the workers that the economic organization left them 
no chance of improving their position. 

The theory is both true and false. It is true in so far as it means 
that normal wages tend to be determined by the cost of living, in- 
creasing when that increases, and diminishing when it falls.^ In 
fact, the workman must find means to live, even if he is only a slave 
— at any rate so long as he cannot be dispensed with. Moreover, 
besides the economic necessity there is also a moral one, acting either 
by free concessions on the part of employers, or by pressure in the 
shape of a strike. This fact could not be more clearly demonstrated 
than it has been in our own time, when six years ago we saw the cost 

^ We say normal wages, because in exceptional circumstances current wages may 
fall below this point — as, for instance, when there is a superabundant supply of 
female labour or immigrant labour. 
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of living and tlie rate of wages rising in paraUei lines, and then quite 
recently the falling curve of prices bringing about a fall in wages. 

But the theory is false if we mean by it, as its inventors did, that 
wages can never rise above what is strictly necessary to existence — 
that is to say, that the minimum is also the maximum. We have 
only to look around us to see that the workman’s wages are never 
subject to any maximum — except the maximum that results, for 
him as for each of his fellow sharers, from the limitation of pro- 
duction. And to recognize that wages are a function of the cost of 
living, as we have just said, is by no means to imply that they are 
invariable, for this cost of living is itself capable of increasing in- 
definitely, even in proportion to the increase in the workers’ wants. 
Instead of speaking of an “iron wage,” we speak nowadays of a 
“living wage ” — meaning thereby a wage that enables the worker 
to live in conformity with the habits and customs of the social en- 
vironment in which he is called upon to live. 

3. The Productiveness of Labour Theory 

The third theory, while seeking like the others to deduce the law 
of wages from the law of value, yet reaches entirely opposite conclu- 
sions. The value of labour, it is said, cannot be assimilated to the 
value of a commodity that is subject only to the law of supply and 
demand under the influence of competition, for the worker is not a 
product but the very agent of all production. Consequently, his 
value must be determined by the same causes as those which deter- 
mine the value of the instruments of production — land and capital. 
That is to say it is determined especially by the productiveness of 
the instrument. When an entrepreneur hires a piece of land, the 
rate of rent that he pays is calculated by the productiveness of the 
land. And we have seen (p. 413) that it is the same in the case of 
capital. Why then, when it comes to the hire of labour, should not 
the rate of wages be proportional to the productiveness — the 
eflSciency — of labour? 

However, the productiveness theory has been expressed in differ- 
ent ways. The older form is very optimistic. According to this, 
the worker would receive in theory, obviously not the whole value 
produced by the business, in which case the employer, obtaining 
nothing, would give up working, but at least all that remains oi the 
total produce, after the shares of the other collaborators — interest, 
profit, and rent — had been deducted. These latter shares would 
be strictly determined, whereas labour’s share would possess the 
advantage of being indefinite. 
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If this theory were well founded it would be as encouraging as the 
other two theories are the reverse. If, in fact, the rate of wages 
depends solely on the productiveness of the workman’s labour, then 
his fate rests in his own hands: the more he produces, the more he 
earns; everything that is of a kind to increase and improve his 
productive power — such as physical development, moral virtues, vo- 
cational instruction, inventions and machinery — must infallibly in- 
crease his wages. 

This theory agrees well with certain facts. To begin with, it is 
plain that the productiveness of labour exerts a general influence on 
the rate of wages in the sense that an increase in the wealth of a 
country increases the total national dividend, and thereby ulti- 
mately increases of necessity the share of all the recipients, including 
the workers. Moreover, it succeeds better than the other theories 
in explaining the inequalities of wages. For if the engraver receives 
more than the labourer, the American more than the Frenchman, 
the twentieth century workman more than his predecessor in earlier 
centuries, is not this because the labour of the former is more pro- 
ductive than that of the latter? And if we believe apprenticeship 
to be useful to a workman, is not this because we consider that a 
workman who knows his trade produces more than an unskilled one, 
and that, producing more, he will be better paid? 

But, on the other hand, if this theory offers a satisfactory ex- 
planation of differences in wages, it gives none at all of variations 
in wages. Why do they rise or fall at certain times? Why, for 
instance, have they doubled since the war? Why are the workers of 
all countries so much afraid of the competition of those who are 
precisely the least 'productive: women, imskilled workmen, colonial 
natives, and home workers? This explanation obviously leaves out 
of sight one of the essential factors in the rate of wages, namely, the 
abundance or scarcity of labour. 

Nowadays this theory of the determination of wages by the pro- 
ductiveness of labour takes a form that is more scientific and free 
from all optimist or finalist prejudices. All it does is to extend to 
wages, regarded as the price of labour, the same explanation as that 
adopted to explain the value of everything — the doctrine of final 
utility. Just as each new unit of any kind of wealth whatever, when 
added to what is already possessed, brings only a diminishing amount 
of utility, which falls ultimately to zero (see the example given on p. 
46 of the buckets of water), so, it is said, each new dose of labour, 
the assistance brought by each new workman engaged for the per- 
formance of a givdn piece of work — digging potatoes, sowing or 
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reaping com, mining, manufacturing, stop-keeping, etc. — is of 
decreasing utility and productiveness. Now it is tte productiveness 
of tte last workman that will determine the rate of wages for all the 
workmen engaged in the business. So it is certainly the productive- 
ness of labour that deternoines the rate of wages, but only the lowest 
grade of productiveness — the marginal productiveness — just as 
it is the value of the least useful unit of a product that determines the 
value of the whole, and just as it is the cost of the wheat grown on 
the least productive soil that determines the price and the rent for 
all the rest of the soil. Suppose there are ten workmen, engaged 
successively: the first will produce 10 units, the second 9, the third 
8, and so on, down to the tenth, who will produce only 1. Then 
the wages of this last man, and also of all his fellows, will be 1 unit. 

But why, it will undoubtedly be asked, should the workmen who 
have produced most be reduced to the wages of that one among them 
who has produced least? Why should not the wages of all be equal 
to the maximum produce, or at any rate to the average produce? — 
Because in that case the last, or marginal, workman would receive a 
wage higher than the produce of his labour, and the employer would 
consequently hasten to dismiss him, because he would cost more than 
he produced. — Why not suppose, then, that each workman will re- 
ceive in wages just what he has produced — the first 10, the second 9, 
and so forth? — This would be fair, but impossible, because all these 
workmen are by hypothesis equal in capacity and freely interchange- 
able, and it is an axiom in political economy that in the same market 
there can only be one price for the same objects. The ten workmen 
receive the same wages because they are worth as much as each other. 

It will be seen that this new theory of productiveness, unlike the 
first one, takes account of the abundance or scarcity of labour, for it 
is precisely upon the number of workers employed that the final pro- 
ductiveness depends. It therefore lends itself better to the explana- 
tion of facts, and especially of the depressing influence exerted upon 
the rate of wages by the introduction of new workers, such as women, 
or foreign or native immigrants: these may be said to act as marginal 
workers. 

In conclusion, it seems that we must give up looking for a simple ex- 
planation — that is to say, for a single cause of the rate of wages — 
just as we had to in the case of the value of products. It is even less 
possible, indeed, in the case of labour. For the employer, labour is a 
commodity, and its price will be determined mainly by the economic 
factors that can be summed up in the popular formula of supply and 
demand, or in the doctrine of final product! venesi which is really only 
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its scientific expression. But for the worker there are other factors 
that also affect the rate of wages : economic factors, of which the most 
important is the level of his wants, or his standard of life; and moral 
factors also, the most important of which is his realization of his social 
value and of such methods as he may discover of enforcing his rights 
by trade union or political methods. 

V. THE FAIR WAGE 

To explain the laws that determine wages, as we have just been do- 
ing, is to enquire what wages are in actual fact. But there is another 
question that may be asked: we may enquire what wages should be, 
either from the point of view of justice, or from that of a national 
economy. 

From the economic point of view the theoretical problem of the fair 
wage may be stated in these terms — almost, we might say, in math- 
ematical terms: given the two factors, manual labour and capital, 
co-operating in any business, what share of the produce ought each 
one to receive.^ Of course in proportion to the share of productiveness 
of each factor. But by what standard can we establish a common 
measure for the two? Here is Robinson Crusoe providing a boat and 
a fishing-net, and Friday providing only his bodily strength. At the 
end of the day Friday brings along ten baskets of fish: how many 
should be given to Crusoe, who represents capital, and how many to 
Friday, who represents labour? 

Thus stated, the problem unfortunately seems as insoluble as the 
one ironically propounded by John Stuart Mill: if both blades of a 
pair of scissors are used to cut a piece of cloth, which blade has a 
right to the largest share? — or as this one, reported by the corre- 
spondent of a French newspaper from the Congo : the owner of a canoe 
was disputing about the fare with the paddlers, and asking them what 
the paddlers could do without the canoe; to which they replied, 
“What could the canoe do without the paddlers?”^ 

^ A German economist managed to obtain a solution to the problem, however. 
This was von Thtinen, who tried in his book Natural Wages (which is really only 
a portion of his book on The Isolated State) to determine the natural rate of wages by 
mathematical methods. By “natural wages” he meant wages as they ought to be, 
and so it would have been better to call them reasonable or ideal wages, for nature 
has nothing to do with these laborious calculations. Through a string of equations 
he finally reached the simple formula W = Vo^ which means that the natural or 
fair wage (W) is the geometric mean between the worker’s cost of living (a), and 
the value of the total produce (p). All that is required is to multiply these two 
factors and extract the square root of the product. To make the formula clearer 
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From tlie moral point of view the question is rather different: what 
wage will satisfy the just claims of the worker? Productiveness is 
no longer the sole cause here: there are many other factors, such as 
the wants of the workers, their personal dignity, their consciousness 
of their rights, and so forth. 

This question of the /air wage has had a long and splendid history, 
beginning long before there was any science of economics. It was the 
subject of ingenious enquiries on the part of all the canonists of the 
Middle Ages. For them, a fair wage was the one that gave the worker 
the exact equivalent of the labour he supplied, but, as their economic 
knowledge was not sufficiently advanced to enable them to define this 
“exact equivalent,” this notion remained in the air, or, to tell the 
truth, resolved itself into a tautology.^ So their conception of a fair 
wage resulted in practice in a much simpler definition — the very one 
that was consecrated by Pope Leo XIIP in his famous encyclical on 
the condition of the working classes, called Rerum Novarum: “It is a 
law of natural justice that wages should not be insufficient to provide 
subsistence for the sober and honest workman.” But it not easy to 
see why justice should demand for the worker only what is sufficient 
for a modest living for a “sober” workman, while no such limitation 
is suggested for other classes of society, including employers. 
This definition applies well enough to a minimum wage, but not to 
a fair wage. 

The tendency nowadays is to extend this conception of a fair wage, 
taking the requirements of a working-class family as the standard, 
rather than those of an individual worker. This means that the fair 
wage would have to be higher for a man with many children than for 
one with few or none. From the economic point of view this doc- 
trine is untenable: why not apply the same rule to a fair price, and 
say that there should be different prices in shops for different custom- 
ers according to the number of their children? But from the stand- 
point of humanity, of social peace, and especially in the interests of 
the birth-rate,^ this differentiation of wages according to, number of 

we can express it in figures: if the worker’s cost of maintenance is 2 and the value 
of kis produce is 4.5, then the natural wage will be 3, which is the square root of 9, 
the product of % and 4.5. 

^ The conception of a fair wage was also mixed up by the canonists with that of a 
fair price, for the very simple reason that the wage-earner, properly speaking, was 
hardly in existence in their time: the worker was rather a eraftsman whose labour was 
remunerated by the sale of his produce. 

2 [1810-1903.1 

3 [This argument applies particularly to countries, like France, where the falling 
birth-rate constitutes a serious problem. The words used by Professor Gide are 
“the French birth-rate.”] 
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children has much to justify it. Moreover^ the family wage, as it is 
called, is already in existence in France. Many industrial undertak- 
ings and railway and mining companies, etc., have adopted this 
method.^ 

For the majority of economists, however, the question of a fair wage 
does not arise, for wages are what they are, and cannot be otherwise. 
They are fair, just as a price is fair, in so far as they result from the law 
of supply and demand, on condition, however, that this law has free 
play. And if it is wished to make them fairer still, the only thing to 
be done is to try to remove the causes of pressure or oppression that 
put obstacles in the way of free competition. 

Of course it is not disputed by the members of this school that wages 
may often be insufficient and that it may be desirable to see them in- 
creased. But, they say, the only way to improve them is to put work- 
man and employer on the same footing as the seller and buyer of any 
other commodity. With this object they make various suggestions. 
They either propose, hke M. de Molinari, to set up Labour Exchanges 
(Bourses du Travail) in which the price of manual skill would be quoted 
as the prices of stocks and shares are quoted on the Stock Exchange; 
or else, like M. Yves Guyot, they advocate the formation of ‘‘com- 
mercial labour associations,” which would sell the labour of their 
members on more advantageous terms than it could be sold by indi- 
vidual workers. But the word “fair” is here used in the sense of 
“correct,” as when we speak of “a correct account”; and this is to 
confuse what is with what should he. Since the law of supply and 
demand is offered to us as a natural law, it cannot for that very reason 
create justice or fairness, any more than the law of gravitation can. 

For socialists the question of a fair wage does not arise either, any 
more than for economists, but for an opposite reason. What the 
worker ought to receive, according to them, is nothing less than the 
entire value of the product. And this demand is logical, if we agree 
with Karl Marx that all value is only crystallized labour (p. 50). 
But we have seen that this theory is no longer accepted as an adequate 
explanation of value, and consequently the simple solution by which 
wages are equal to the entire value of the product falls to the ground 
along with it. 

^ The objection to making family wages universal is the risk of unmarried men being 
preferred to fathers of families when employers are engaging workmen. To meet this 
difficulty. Associations {Caisses de Compensation) have been formed among the employ- 
ers, to receive the contributions of the employers collectively and distribute them in 
the shape of supplementary wages to the workers concerned. [The method is de- 
scribed in greater detail in a letter to The Times, 9th October, 1922, headed Wages 
and Family Needs.] 
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VI. THE VARIOUS MNDS OF WAGES ^ 

(1) The simplest kind of wage, and for a long time the only one 
in use, is the time wage — either a daily wage, or, as is common now- 
adays, an hourly one. The disadvantages of this form of payment 
are great: it supplies no stimulus to production, it is a premium on 
laziness, and it is unfair to the good workman. Nevertheless it is the 
method preferred by the workers’ associations because it is absolutely 
equalitarian and involves no risk of overtasking the workman or driv- 
ing him to produce too much. 

(£) By the 'piece-work or task-work method, wages are paid not by 
time but by the amount of work actually performed. This mode of 
remuneration greatly stimulates the worker’s activity, and it also 
seems the fairest method, in the economic sense of the word. But it 
involves a somewhat serious risk to the employer and even to the con- 
sumer — the risk of sacrificing quality to quantity, especially in cases 
where the work cannot be directly supervised,^ 

But workers, and their unions in particular, are generally opposed to 
piece wages, for many reasons: (a) because the price per piece can 
always be altered, and the employer does not fail to reduce it when he 
finds that a good workman can make high wages out of it; and the 
more he tries to produce the more is the piece price lowered, so that 
by this means the maximum of labour may be extorted from the work- 
er for the minimum of wages; (b) because piece-work gives the more 
efficient or more energetic workman a superiority which is repugnant 
to the equalitarian feelings of his less gifted comrades; (c) because 
it leads to overproduction, and consequently to a fall of prices and 
even of wages; (d) because it increases unemployment by encourag- 
ing one workman to do the work of two; {e) because it impels a work- 
man to overwork himself through a desire for a higher rate of pay, and 
leads him to use up his strength and sacrifice the present to the future. 

(S) These drawbacks may be mitigated by substituting collective 
piece wages (not to be confused with the collective contract already 
referred to) for individual piece wages. The employer deals with a 
group or gang of workmen who undertake to perform a certain piece 

^ Tlie productive inferiority of piece-work is less marked in manufacturing industry, 
because here tbe work can be closely watched and its results are under direct control. 
But in agriculture the method of fask-worJc is more dangerous, (a) because in this 
case supervision is much more difficult than in a factory, and the larger the estate 
the more difficult it is; (b) because the results of agricultural work cannot generally 
be estimated till a very long time after, and then only in a very uncertain fashion: 
if the harvest fails, who can tell whether it is the fault of the sower? (c) because in 
agriculture good work is far more important than quick work. 
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of work lor a price wMcli tliey divide among themselves as they 
please. From the point of view of productiveness, this system gives 
the same results as piece-work, but it is generally better received by 
the workers on account of the independence that it gives them. It is, 
as it were, a little co-operative association formed in the heart of the 
employer’s factory and selling the produce of its labour to the em- 
ployer. 

(4) The premium system of wages consists in the payment of a 
fixed minimum, together with a supplementary sum calculated ac- 
cording to the excess of production above a certain minimum — either 
according to the saving effected in raw material or coal, or according 
to the saving of time effected in a given piece of work. But this 
system lends itself to an infinite variety of arrangements: the pre- 
miums may be simple, or progressive, and so forth. Thus in the 
Taylor system they are combined with a minimum wage that is as- 
sured to the workman, so that the premium serves to increase the re- 
muneration of those who exceed this level. This is the method that 
approaches nearest to the theoretical wage as determined by produc- 
tiveness. 

VII. PROFIT-SHARING AND COPARTNERSHIP 

Profit-sharing is only a form of payment of wages, even according 
to those who advocate it; but it deserves a section to itself because 
it may be regarded as a method of changing the wage system into a 
contract of association between master and man. 

The system of rewarding labour by a share in the profits of the en- 
terprise seems to have been practised from times immemorial among 
fishermen and in agriculture. MUayage may be regarded as a form of 
profit-sharing between landowner and cultivator. But in the realm 
of industry the first experiment that met with any considerable suc- 
cess was the one made in Paris in 1842 by a house-painter named 
Leclaire.^ 

^ Tke share allotted to the workers may either be paid to them in money or placed 
to their account in a savings-bank or superannuation fund. This latter plan is the 
one most commonly employed in France: it has the advantage of ensuring the wise 
use of the supplementary allowance; but, on the other hand, by postponing the enjoy- 
ment of it to a distant date it diminishes to that extent the stimulating effect that is 
looked for from the method of profit-sharing. 

[“Profit-sharing has been carried on with a fair measure of success by many other 
houses in France, particularly since 1870, as well as in Switzerland and in Germany. 
In England and in the United States the results have not been so good . . . The 
most noted experiment in profit-sharing in England was that of the Briggs collieries, 
near Leeds . . . But in 1875, under the stress of hard times, the whole scheme was 
wrecked.” (Hadley, Economics, p. 374.)] 
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Profit-sharing has had its enthusiastic advocates and apostles, who 
expect many advantages from it, both moral and economic. It is 
expected to accomplish the following things : 

(1) To reconcile labour and capital and raise the standing of the 
workman by transforming him from a mere instrument of production 
into a partner; 

(2) To increase the productiveness of labour by stimulating the 
workman’s activity and interesting him in the success of the business; 

(3) To increase his income by adding to his ordinary weekly wage, 
which is still devoted to his current expenses, a dividend at the end of 
the year which he can either save or use to meet extraordinary expen- 
ses; 

(4) To avert unemployment by establishing permanent ties be- 
tween the employer and his workmen. 

But the method has also many opponents, among economists and 
employers on the one hand, and among socialists and workers on 
the other. 

The economists, while admitting that it has some merits, agree 
with M. Leroy-Beaulieu in regarding it at the best as merely a ‘‘con- 
diment” to the wage system, and refusing to find in it a transforma- 
tion of that system. They raise against it, as a general solution of 
the problem, the grave objection that the workers cannot, strictly 
speaking, claim their share of the profits as a right, since these profits 
are in no wise their concern but exclusively their employer’s. In 
fact, they say, profits are not the result of the technical and material 
manufacturing process, but of a sale made at the right moment and 
in the right place. This is entirely a commercial art, and one to which 
the workers are complete strangers. This is proved by the fact that 
there are businesses to be seen everywhere of which some make large 
profits and others losses, though they employ an absolutely identical 
staff of workmen — in mines, railways, and so forth. 

If this objection means that all the value produced by a business 
is solely due to the work of management and the special art of get- 
ting customers, then the assertion certainly seems very much exag- 
gerated: the quality of the manual skill employed must count for 
something. If it is meant that profits are due as a rule to circum- 
stances independent of the workman’s labour, we shall not contra- 
dict it, but we would observe that it is a dangerous assertion to make, 
because it may just as easily lead to a refusal of any share in the 
profits — to the employer! But since no one denies him the right 
to benefit by good fortune in the shape of profits or dividends, then 
why should not the workers themselves have the right to profit by 
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these same liieky chances, which could not be exploited without their 
assistance? Remember that this is regarded as quite natural in the 
case of mere shareholders, although profits are certainly even less 
their concern than the workers’. 

The employers raise two objections: one is a matter of principle — 
that a system of sharing profits without a corresponding sharing of 
losses is unfair; the other is of the practical order — that they do 
not like being compelled to make known to their workers, and thereby 
to the public, the amount of their profits, and still less the absence of 
any profit. 

But this last objection does not apply in the case of joint-stock 
companies, for their balance sheets have to be published. 

The first objection is more apparent than real, for profit-sharing 
applies only to net profits. Now net profits are obviously calculated 
after losses have been deducted, or, to put it more accurately, after 
the deduction of the annual payments to a reserve fund to cover pos- 
sible losses. Do the shareholders share the losses — otherwise than 
by the reduction or suspension of their dividends ? Yes , it will be said : 
they are liable to suffer loss up to the amount of their shares. — Well, 
the workers are also liable to suffer loss in the shape of losing the 
employment by which they earn their living. 

As regards socialists, their dislike to profit-sharing is very logical: 
if profit is a theft committed by employers against workmen, then a 
proposed reform to legalize it by making the robbed themselves share 
in the proceeds of the robbery seems the height of impertinence. 

The workers themselves are afraid that the method will be employed 
as a bait, with the sole object of making them produce by extra work 
a greater value than they will receive in their increased income; or 
else that it is meant to detach them from their unions and cheat them 
of the right to strike. They regard it also as having the somewhat 
humiliating character of an act of generosity — a sort of gratuity or 
tip. 

The reason why profit-sharing does not make progress is chiefly 
that it suffers under the disfavour that attaches nowadays to every 
kind of patronage, and even to everything that has a tendency to 
tighten the bond between employer and workman: what they both 
demand is to be as independent of each other as possible.^ 

Another reason is that the shares distributed to the workers have 
generally been very small, representing on an average only 5% or 6% 
of their wages, which is less than they could obtain by a successful 

^ [For the objections of the English trade unions to profit-sharing, see Webb, 
Industrial Democracy (1902) pp. 551-2.] 
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strike. But this moderate result is not to be wondered at, for we are 
prone to overestimate the real amount of profits. As the profits of 
any business are accumulated in the hands of one man, whereas wages 
are dispersed among hundreds or thousands, one gets a false idea of 
their respective importance. But if all employers were abolished 
and their profits divided among ail the workers, the latter would be 
very disagreeably surprised to find in how small a degree each one’s 
share was increased by this expropriation. 

However, this institution has not said its last word. To begin 
with, there are some important branches of production in which profit- 
sharing has not 3^et been seriously tried, although they are the ones 
in which it seems as if it should give the best results, and the ones, 
too, in which the s^^-stem first started: we refer to agriculture and 
sea fishing. 

It is possible, moreover, that it may be made compulsory in a cer- 
tain number of businesses — those that are managed by the State or 
the municipalities, such as mines, railways, trams, lighting, etc. 

Profit-sharing can scarcely be regarded as a real transformation of 
the wage system, because it does not change the actual character of 
that system : it has the semblance and not the reality of a form of as- 
sociation. But might we not go a step further and turn the wage 
contract into a real contract of partnership, so that it should involve 
a sharing not only in profits but also in management and responsi- 
bility, including losses.^ Yes, if the workman had shares in the busi- 
ness in which he is engaged. In this case he would share in the man- 
agement and in the losses to the same extent as any other shareholder. 
This is what is called co-partner ship. 

The practical diflSculty, as may well be imagined, lies in providing 
the worker with the means of acquiring shares. Profit-sharing is the 
simplest way, for all that is needed is to convert the portions of profit 
into portions of shares in the business; but the same end can be at- 
tained without the aid of profit-sharing, as, for instance, by facilitating 
the acquisition of shares by small payments that the workman can 
make out of his savings. 

In France a law was passed in 1917 to give legal form to this system 
by the creation of a new form of joint-stock company with power to 
issue labour shares as well as ordinary shares. These will be allotted 
free to workers employed in the business, and will confer the same 
rights as ordinary shares in the matter of dividends and attendance 
at shareholders’ meetings. But instead of being the individual prop- 
erty of the workers, they will be allotted to the whole of the workers 
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in the factory, organized as a co-operative society, and this society 
will do as it pleases with the dividends it receives. 

It would be good to see this system become general, but it must be 
admitted that it has been somewhat coldly received by employers, as 
might have been expected. They are not likely to show much eager- 
ness to use this power of granting freely to their workmen a share of 
their capital and diminishing to that extent the profits of the business. 
And what they will like still less is the prospect of seeing their workers 
exercising their right of control in the management of the company 
in their capacity of shareholders. 

On the other hand, contrary to expectation, the law has not received 
any warmer welcome from the workers. It is harder than it was 
imagined to persuade the workman to become a shareholder in the 
business in which he works. He has for the most part showm very 
little eagerness to make use of the power that has been conceded to 
him, so much so that it has often been necessary to change this per- 
mission into an obligation. But this plan gives rise to some doubt 
as to the moral and social efficacy of a system that creates partner- 
ship by force. 

VIII. TRADE UNIONS 

In ordinary circumstances the workman who deals individually 
with the employer is placed in a position of necessary inferiority: he 
cannot stand out for, or even discuss, his wage — he must take it or 
leave it. And if he is starving he gives in. The reasons for this are 
as follows: 

(1) Because the capitalist can wait, while the worker cannot. The 
latter is in the position of a merchant who finds it imperatively nec- 
essary to sell his merchandise: the merchandise in this case being 
labour. 

(9) Because the entrepreneur can easily do without the workman 
when the latter is by himself, whereas the workman cannot do without 
the employer. The master can always find another man: if neces- 
sary he can import one from abroad, or even replace him by a ma- 
chine. But the workman cannot so easily find another master: he 
cannot import one by railway or by sea, nor has anyone discovered 
the secret of replacing him by a machine. 

(S) Because the entrepreneur is better acquainted with the state 
of the market. He sees farther, and, above all, it is quite easy for 
him to act in concert with his fellow employers, or at any rate to know 
what they are doing. 

But the whole situation is changed as soon as the workman can 
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form an association with his comrades in the same trade, for then the 
two parties are on an equal footing up to a certain point : 

(I) Because association gives the workman the means of refusing 
his labour and supporting himseK meanwhile by the help of the sub- 
scriptions of his fellow members. If the resources of the society are 
sufficient, they form an unemployment fund to prevent the capitula- 
tion to hunger that we have just mentioned. 

{%) Because it binds together all the workers in a given industry, 
so that the employer has to deal with them all instead of with indi- 
viduals, 

A collective wage contract takes the place of an individual one, which 
is a contract only in appearance. 

(3) Because it provides the workers with an information bureau, 
and with competent and experienced leaders who are capable of 
judging the state of affairs as well as the employers themselves, and 
who prevent the workers from taking unwise steps. 

So when economists declare that it is not in the power of workmen’s 
associations to fix the rate of wages, we must reply that they do not 
claim to do this, but that they merely wish to obtain such a wage as 
the general state of the market permits, instead of one that is forced 
upon them by accidental disturbing circumstances, such as the fact 
of having had no dinner, or having a large family to bring up. 

It is only recently, however, that the workers have won this right 
to combine and form associations. Of course, professional associa- 
tions of workers date from a long way back — not from the medi- 
eval guilds, which were generally composed of masters and whose suc- 
cessors must rather be looked for in the employers’ associations of 
to-day, but from the journeymen’s associations, and, even further 
back than the Middle Ages, the workmen’s associations in Rome and 
other ancient societies. But this venerable institution was abolished, 
at least in France, by the Revolution, suffering the same fate as the 
masters’ guilds as a remnant of the old regime. It was not till a cen- 
tury later that the famous law of the 21st March, 1884, for which 
Waldeck-Rousseau was responsible, restored to workmen and em- 
ployers alike the right of forming associations. 

[In England, as we have seen, trade unions obtained legal recog- 
nition in 1871. The rise of Marxian socialism in the next few years 
had less influence here than on the continent, and the ‘‘syndicalism” 
of the French has also met with little favour, though the modern 
movement called guild socialism is somewhat similar in its aims. 

English trade unionism has been on the whole less political and 
more purely economic in its functions and ideals than the correspond- 
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ing movements on tlie continent. Its main objects may be summa- 
rized as follows : 

(1) To substitute collective for individual bargaining in the set- 
tlement of the wage contract; 

(£) To insist on the payment of a standard (minimum) rate of 
wages and the adoption of a uniform (maximum) working day; 

(3) To encourage the employment of conciliation and arbitration 
(see below, section X) in the settlement of disputes; 

(4) To demand “safe, healthy, and comfortable conditions of 
work”; 

(5) To provide mutual insurance against sickness, accident, old 
age, unemployment, and so forth; 

(6) To promote legislation for the attainment of trade union ends.]^ 

IX. STRIKES 

A sirilce — that is to say, a refusal to work — is generally regarded 
as the sole object and essential function of a trade union;- but this is 
a grave mistake. A well-organized union can win victories without 
promoting strikes, just as a general can be victorious without fighting 
battles; and it is even the case that the best organized and most pow- 
erful unions are the ones that declare the fewest strikes.® None the 
less, the strike is certainly the ultima ratio, though only after all other 
methods have failed. What, indeed, is a strike? It is not simply the 
act of refusing to work, for that has never been a punishable offence. 
Nor is it the act of abandoning work that has been begun, for the 
cancelling of a labour contract, like that of any other contract with 
no definite time limit, is quite legal. It is a means of constraint ex- 
ercised by the wage-earners on the employer, to force him to alter 
certain conditions of work, as, for instance, to raise the agreed rate 
of wages or to reduce the hours of labour. It is not the only means 
of constraint: there may be others, such as sabotage — but here the 
coercion consists in the sudden interruption of labour and the injury 

^ [The latter part of this section has been substituted for the author’s account of 
the French trade unions. For further information see Sidney and Beatrice Webb’s 
Industrial Democracy (Longmans), or George Howell’s Trade Unionism, New and Old 
(Methuen).] 

2 [This is scarcely true, perhaps, of English opinion at the present day.] 

® [‘‘It is a matter of simple history that strikes have been far more numerous in 
industries which have practised Collective Bargaining without Trade Unionism, 
jhan in those in which durable combinations have existed.” (Webb, Industrial 
DemoGracy, 1902 edn., p. 220, where the authors also refer to “the ignorant assumption 
that there is some necessary connection between strikes and Trade Unions.”)] 
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that results to the employer. Moreover, this method is only effec- 
tive in so far as it is employed collectively by a large number of work- 
ers — all those in the factory, without except^ion — and even, if pos- 
sible, by all workers in the same industry, so that the masters cannot 
assist each other, or even — and in this case it attains its maximum 
effectiveness — by all workers in all industries — what is called a 
general strike. The characteristic of a strike, therefore, is combina- 
tion: in fact that is its legal name. 

The strike, then, should be regarded as a form of warfare, since its 
object is to obtain by force what cannot be obtained by good will. 
Strike tactics, also, tend more and more to be modelled on those of 
warfare — for instance, the opening of hostilities without a previous 
declaration of war, so as to take the enemy unawares; the organi- 
zation of a staff supplied by the union or federation: the setting up of 
a headquarters with a commissariat service of ‘‘soup kitchens’’ to 
feed the strikers and their families; the evacuation of the children 
into other towns from motives of economy; the posting of sentinels 
and pickets at the factory gates to prevent non-strikers from entering, 
or even at the railway stations to prevent them from arriving; and 
finally, too often, an armed struggle, either against blacldegs, who are 
compared to traitors who go over to the enemy in time of war, or 
else against the troops sent to protect the non-strikers. Sometimes 
there is even the burning down of factories, the blocking of railways, 
or the plunging of towns into darkness, according to the nature of 
the strike — in which things it is easy to recognize all the aspects of 
warfare. Moreover, this is precisely what the syndicalist under- 
stands by a strike: he regards it as the typical form of class warfare. 
Finally, the strike is used nowadays not only in conflicts between 
employers and workmen but also in political contests : thus on several 
occasions already in Sweden and Belgium the working classes have 
decreed a general strike in order to obtain universal suffrage. 

It is not to be wondered at, therefore, that striking — or more 
usually any form of combination — has everywhere been specially 
made a punishable offence until quite recently. In France, however, 
the right to strike was recognized before the right of association, for 
the law abolishing penalties for striking was passed in 1864, whereas 
the right of association was not recognized until 1884. No one to-day 
disputes the legitimacy of strikes, and we must do the economists of the 
liberal school the justice of acknowledging that they were the first to 
declare it, long before it was legally recognized. The reason is this: 
that even if the strike is regarded as an attack on social solidarity, the 
working class must certainly be allowed the right to defend its inter- 
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ests by its owe strengtii, in the absence of any tribunals that can settle 
conflicts between capital and labour, just as in cases of international 
conflicts, in the absence of a supreme court to settle them, the nations 
must be allowed the right of making war in defence of their independ- 
ence or their honour. Moreover, it would be the more unjust to 
refuse the right of combination to the workers, as it is impossible to 
refuse it to the employers: in fact, any law that punishes the crime of 
combination really only punishes the workers. For if the law can 
effectively prevent the workers from taking the necessary measures 
for organizing a strike — such as meetings and demonstrations of 
various kinds — it is altogether powerless to prevent a few employers 
from meeting in a private house and arranging to reduce wages.^ 
Adam Smith himseK observed that there is always a tacit combina- 
tion among employers, and the fewer they are the easier it is to form 
it. If there is no counterbalancing agreement among the workers, 
they are bound to be oppressed. 

There are certain cases, however, in which a strike seems to in- 
volve so much danger to public security that the question arises 
whether it should not still be regarded, exceptionally, as a crime and 
be punished accordingly. This danger arises not only in the case of 
public functions in the sense of State services, but in that of all “ pub- 
lic services” in the wider sense of the term — services whose inter- 
ruption is far more prejudicial to public safety than that of such and 
such a class of administrative officials: for instance, water supply, or 
town lighting, or the railways, even when the latter are in the hands 
of private companies. A stoppage of the railway service is no less 
serious than a post office strike, for the post office cannot carry on 
without the railways.^ 

It is a question still very much debated whether strikes can have 
any effective influence in the direction of raising wages. Economists 
of the liberal school are not disposed to admit it, for they believe that 

^ The lock-out, which was often employed in England, was introduced into France 
only recently and in a somewhat timid fashion — in 1906 in the Foug^res boot-making 
trade. Its particular object is to meet that particular manoeuvre which consists in 
declaring a strike first in one factory, and then, when that has capitulated, in an- 
other, and so forth, the strikers being in turn supported by their comrades who remain 
at work. The lock-out defeats these tactics by cutting off the wages of all the workers 
in the affected industry in the same district at a single blow. 

“ In many countries there are laws against strikes in public services — in Holland, 
Italy, and Russia in the case of railways, and in England in the case of water and 
lighting and any strike that may affect life or property. In France there have been 
many projects of the same kind, but they have always been checked by the protests 
of the trade unions. 
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the rate of wages, like the price of goods, is determined by natural 
laws that govern all the haggling and disputes of the parties con- 
cerned. Yet we think it cannot be disputed that this violent method 
has helped to raise the rate of wages, and especially to reduce the 
length of the working day; for in this case the action of what are 
called natural laws would be quite unintelligible. The effectiveness 
of strikes must not be judged solely by the number that have suc- 
ceeded or failed, as given in statistics. A single successful strike 
may raise wages in a multitude of trades. Moreover, it is the ever 
threatening fear of a strike that makes wages rise, rather than a 
strike itself. 

Those who deny the efficacy of strikes in raising wages call atten- 
tion to the fact that the rise has been equal, if not greater, for wage- 
earners who have never struck and who may even be without any 
organized union: for agricultural workers and domestic servants, for 
example. Why is this.^^ Because these workers have benefited 
indirectly by the rise of wages in other industries where the workers 
are organized. If wages have risen in the country districts it is 
because the workers there have left the country to seek higher wages 
in the towns. Similarly, the wages of domestic servants follow the 
rate of industrial wages. So it is ultimately the organized trades 
that regulate the labour market, whereas hitherto, on the contrary, 
it has been the crowd of poverty-stricken wretches that has weighed 
the market down. And that means immense progress, both economic 
and moral. 

It is also said that the workers lose more than they gain by a strike, 
even when the strike is successful. What is meant by this is that 
the wages they lose in consequence of unemployment, the little 
economies they are obliged to make in order to live, or the debts 
they incur to their tradespeople, more than outweigh the increase 
of wages that they may obtain. But it has been proved mathemati- 
cally by calculations made by the Labour Ministries of France and 
Italy that this argument is incorrect, and that the increases of wages 
obtained by the strikers, even supposing they only lasted for a year 
— certainly a very unfavourable supposition for the workers, for 
the increases once made are generally permanent — leave a fairly 
considerable profit, even after deducting the wages they have lost.^ 

It may be said, it is true, that there is nothing to prove that the 
workers might not gain as much or more, and without any loss, by 
amicable negotiations; and the example of England might be cited, 
where the majority of wage increases — nine-tenths of them — are 
^ See Gide’s Institutions de Progrhs Social. 
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obtained by friendly negotiations between workers and employers. 
But those who use this argument forget that the reason these nego- 
tiations are successful is generally that English workmen are power- 
fully organized and that their strikes are formidable affairs ! 

The wretched wages of women workers appear to be due, at any 
rate in part, to the fact that they have never struck, and that it is 
known that they will not do so. 

Another difficult question is that of ascertaining what influence 
strikes may have upon the prices of products, and consequently how’ 
they react upon consumers. There is a wide-spread opinion that 
this influence is a real one, and a large part of the rise in prices before 
the war was even attributed to it. But this is by no means proved. 
No doubt a certain amount of correlation can often be observed 
between strike movements and price movements, but it is quite 
possible that in such cases, contrary to the general opinion, it is the 
second that causes the first. A rise in prices, in fact, acts as a pro- 
moter of strikes in two ways at once: by raising the cost of living and 
by increasing profits; the result of which is that the workers are more 
eager to demand an increase of wages and have more chance of 
obtaining it. It cannot be denied that there are some industries 
in which a rise of wages in consequence of a strike does involve a rise 
of prices — notably in house-building during the last few years, be- 
cause that is a case of monopoly. But there is no reason to think 
that strikes can cause a general rise of prices. In fact, no cause 
except an alteration in the value of money can have a general in- 
fluence upon prices (p. 217). 

Yet, it may be said, whenever a strike ends in a rise of wages, -which 
very frequently happens, must not the increase be taken from some- 
where? Certainly not; it may be made up for by a diminution of 
profits or by a reduction of the cost of production: nothing has done 
more than strikes to promote the progress of machinery. 

X. CONCILIATION AND ARBITRATION 

Since international conflicts, which used to produce incessant 
warfare, are tending nowadays to be settled by conciliation and 
arbitration, as has already happened in many cases, why should not 
an attempt be made to apply the same method to conflicts between 
capital and labour, instead of settling them by the clumsy weapon 
of the strike — the appeal to the law of force? In every land, indeed, 
that attempt is being made. 

Conciliation and arbitration must be carefully distinguished from 
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each otter: these two institutions, though working often through the 
same organs, nevertheless differ from each other in certain essential 
features: 

(a) They differ in regard to the time at which they operate. 
Conciliation acts before the conflict breaks out, in order to prevent 
it. Arbitration generally only intervenes after it has lasted some 
time, in order to settle it. 

(b) They differ in procedure. In conciliation the two parties 
meet to talk things over and try to convince each other. In arbi- 
tration there is always a third party taken from outside: he is the 
arbitrator, whom each party tries to convince, like advocates before 
a judge. 

(c) They differ above all in their results. In conciliation the 
two parties pledge themselves to nothing: if they do not succeed in 
convincing each other they withdraw without result. In arbitration 
a solution is necessarily reached and is necessarily accepted in ad- 
vance by both parties — so much so that it is the rule, at any rate 
where the workers understand the meaning of the method, for the 
strikers to resume work immediately arbitration is agreed to,^ with- 
out waiting for the decision. 

From these differences it results that arbitration is a far more 
serious matter than conciliation, and one that is far less readily ac- 
cepted by the disputants, for it means putting themselves entirely 
into the hands of a third party. But for the same reason it is also 
far more effective. One is naturally led to ask, therefore, whether 
it could not be made compulsory upon employers and workers. 

Compulsory arbitration courts have been established in several 
countries;^ but between the office of a judge in civil cases and that 
of a judge in conflicts between capital and labour there will always 
be this important difference: that the former must judge according 
to a written law, or at any rate according to principles of law that are 
generally admitted, whereas in economic conflicts the judge has no 
criterion. Here is a workman demanding a wage of 5s., and an 
employer declaring that he cannot pay more than 4s. What is — 

^ Such a court exists in New Zealand. It is a real tribunal, from whose jurisdiction 
no one can be withdrawn. It was instituted by a law of the 21st December, 1894, 
and the example was followed in turn by the various Australian States. For a long 
time it yielded good results, and was expected to bring about the reign of social peace. 
But it is beginning now to provoke keen hostility not only from employers, who find 
an official rate of wages imposed upon them by the court, but from the workers them- 
selves, who object to being deprived of the right to strike and have several times already 
refused to obey the arbitrators ruling. 
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I will not say the written law — but what is even the economic or 
moral law on which the arbitrator is to base his verdict? A fair 
wage? But what is that? We have seen already (see above, p. 
4S1) what difficulties such a problem presents. Should the work- 
man’s needs be taken as the standard? Or the entrepreneurs profits? 
Or simply custom? For centuries economists have struggled in 
vain over these problems. Then what is the arbitrator to do? He 
will split the difference, as we say. And that is why arbitration is 
generally demanded more insistently by the party which has less 
right on its side, for it has everything to gain and nothing to lose. 
Arbitration almost always benefits the worse side; if both parties 
accept it, then it is a good method; but not if it is compulsoiyd 

In default of compulsory arbitration it has been suggested that the 
first step towards conciliation might at least be made obligatory — 
that is to say, the appearance of the parties before an elected council, 
— and that an enquiry also might be enforced. The parties w’ould 
remain free not to agree, but the mere fact of their coming face to 
face, and the publicity of the enquiry, might be productive of good 
results. 

But the establishment of conciliation boards will not suffice to 
avert conflicts. There must be permanent organs for bringing em- 
ployers and workmen together and enabling the latter to exercise 
that share of control over the industry which they value more highly 
even than a rise of wages, and wffiich they will demand more per- 
emptorily than ever in these post-war days. That is what has been 
attempted in France by the institution of labour councils, though 
they have not managed to acquire a sufficiently definite sphere of 
action. And that is what the English have undertaken, in establish- 
ing permanent industrial councils (of two grades, regional and na- 
tional), composed of delegates elected in equal numbers by the 
employers and the workers, and assisted by a representative of the 
State with purely consultative functions. They would constitute 
a sort of parliamentary government in industry. Yet the Whitley 

^ Arbitration and conciliation were established in Prance by a law of the 27th 
December, 1893, but only as a permissive measure, and in a somewhat cautious form. 
The duty of inviting the parties to come to an agreement falls upon the local magistrate 
(juge de jpaiz). He can only intervene officially if a strike has been declared, except 
on the demand of one of the parties. If both parties consent, they appoint delegates 
to discuss the matter before the magistrate. If the discussion fails, the magistrate 
suggests appointing an arbitrator (never himself, in any case: he would be technically 
incompetent). This proposal the parties are free to accept or refuse. But this law 
has given only moderately good results — in fact it would be no exaggeration to say 
that it has failed. 
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Cotincils, as they are named from the originator of the law, have not 
yielded the results that were expected. The most ingenious mechan- 
ism will not produce social peace if it is not inspired by a new spirit 
— by a feeling of solidarity of interest between the opposing groups. 

XI. LEGISLATIVE PROTECTION OF WAGE-EARNERS 

The regulation of la^bour constitutes the proper function of what 
is called labour legislation. During the last fifty years or so, legis- 
lative intervention, with the object of protecting the wage-earners, 
has increased enormously in every country.^ The principal methods 
adopted are as follows. 

1. Limitation of the hours of labour 

The shortening of the working day is one of the reforms to which 
most importance is attached nowadays, and before the war it was 
celebrated by a great international demonstration every First of 
May. It is regarded by socialists as a means of freeing the worker 
from exploitation at the hands of his employer, and enabling him to 
prepare for the social and political struggle. The workers regard it 
as a method of working less without any reduction of their wages, 
but, on the contrary, with a chance of a rise owing to the scarcity of 
labour caused by the reduction of the number of hours worked. 
But it should be looked upon particularly as a means of raising the 
intellectual, moral, and even physical level of the workman, by 
allowing him the requisite leisure for recreation^ in the full sense of 
the word — that is to say, for ceasing to be a producing machine and 
becoming a man for a certain number of hours a day. A man’s 
working life is not everything: family life, civic life, and intellectual 
life have claims upon his time as well. A long working day, even if 
it be only ten hours, means starting work too early. If the workman 
lives far away from the factory, as he very often does, and as it is 
very desirable that he should do, he has to get up before daybreak 
and leave his house without having time for breakfast. Still less 
does a woman worker get time for her household duties. Such a 
system is very unhygienic and very conducive to drink. The same 
thing applies to the return home in the evening. One reason for the 
failure of the movement for popular universities was certainly the 

^ It is well known that the Treaty of Versailles established an International Labour 
OfiSce, alongside of the League of Nations, and having its headquarters also at Geneva. 
Its function is to control and extend labour legislation everywhere. 
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excessive length of the working day, which made the workers too 
late and too tired to listen.^ 

The question must be considered separately, according as we are 
concerned with children, women, or men. 

{a) As regards children, all civilized countries, with a few rare and 
shameful exceptions, are in agreement nowadays in prohibiting child 
labour in factories. The age-limit alone varies. In England it is 
In France it is 13, because that is the age at which compulsory 
education ends and the child must have obtained his certificate. 

It is very desirable that the legal age for labour — the industrial 
majority, as it is called — should be raised to 14, as it is in Smtzer- 
land and Austria, because 13 is too early not only to begin industrial 
work but to finish primary education. Unfortunately, on the other 
hand, the deplorable condition of the birth-rate in France would 
make it highly dangerous to adopt a reform that would increase the 
expenses of parents by prolonging the period during which the child 
remains dependent upon them. Between these two equally serious 
national perils — the risk of seeing the present generation degenerate, 
and the risk of losing the generations to come — a compromise 
might be tried: between the ages of 13 and 16, or even 18, there 
might be a period of apprenticeship in which paid factoiy labour and 
vocational instruction might go on simultaneously, a certain number 
of hours per week being compulsorily reserved for this instruction. 

(6) As regards women the question is more difficult. There are 
some ‘"whole-hoggers” who would hke them to be excluded from the 
factories, like the children. Nor are they without good arguments 
for this course — the destruction of the family home, the terrible 
mortality among neglected infants, the perils to the morality and 
health of girls and women engaged in factories, and in the case of 
expectant mothers the risk even of miscarriage and still births. 
But on the other hand it must be said that at a time when the eman- 
cipation of women and the equality of the sexes is talked of more 
than ever, it would be monstrous indeed to inflict upon all women a 
sort of incapacity for earning their living by labour: it is hard enough 
already for them to obtain a living honestly, without having the 

^ One great improvement would be the introduction of "the English day” — the 
abolition of the midday meal, involving a break of nearly two hours. This would 
enable the workman to start for the factory two hours later or else to leave it two hours 
earlier. Except in this way, the utilization of leisure time, -which is the principal 
advantage of the short working day, is scarcely possible. 

2 [This is no longer the case; the age was raised to 14 by the Education As‘t of 1918, 
and may even be 15 if the Local Education Authority so decrees.] 
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factory gates closed against them. And if the law were unwise enougli 
to confine this disability to married women or mothers, leaving the 
others free to work, it would be worse still, for it is certain that such 
a plan would deal a fatal blow at marriage and motherhood — which 
would be more dangerous in France than anywhere else. 

But if the right of women to work is admitted, there remain the 
various measures that were instituted before the war for the pro- 
tection of female labour. The chief of these is the prohibition of 
work during a period of some weeks before and after confinement. 
Factory labour in the case of expectant mothers frequently causes 
miscarriage, and even a full-time child is often born rickety. More- 
over, during the infancy of the children the mother's work in the 
factory necessarily involves artificial feeding, and consequently an 
extraordinary infant mortality among the working population — 
as many as 30% of the infants die in the first year after birth in cer- 
tain working class districts, as against 11% for the whole of France 
As regards the woman herself, the resumption of work immediately 
after confinement may cause serious disorders. Yet the law would 
do more harm than good, and the woman herself would try to evade 
it, if it were to involve the loss of her wages during this period, at 
the very time when the mother has most need of good feeding. The 
obligation to pay these wages cannot be imposed upon the employer, 
for in that case married women would be in danger of not finding work. 
There remains only one solution, therefore: this is to make the 
State responsible for the woman’s wages during this critical period.^ 
(c) For adult men the principle of legal compulsory limitation 
has had far more trouble in overcoming the arguments of the liberal 
school. What is the good, it was said, of making the law intervene 
in the case of grown men who are the best judges of their own in- 
terests and of the use of their time, and who, moreover, when they 
are organized in unions, are possessed of suj05cient means to get the 
working day shortened? The proof of this is that in countries where 
the working day is shortest — England, the United States, and 
Australia — there is no general law imposing a limit. — This is true; 
but not all countries have reached this degree of organization, and 
this very organization into unions cannot be accomplished unless the 
working classes have sufficient leisure at their disposal. So instead 
of saying that the trade union organization makes legal limitation 
unnecessary, it would be more true to say that legal limitation of 
labour is often the indispensable preliminary condition of that 
organization. 

^ [We omit a foot-note relating to maternity benefit societies in France.] 
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As for the argument about free choice, it is enough to reply that, 
given the system of large-scale industry, such freedom does not exist. 
The workman must enter and leave the factory when the bell rings; 
whatever his personal wishes, he is obliged to put in the number of 
hours of labour that is fixed not only by the rules of the factory but 
by custom or competition no less tyrannical than law. Hence the 
question of freedom is put out of court, and we have merely to con- 
sider whether the shortening of the working day is conducive to the 
welfare of the working classes, and even indispensable to the progress 
of the nation. Now the experience of countries where it is already 
practised seems decisive on this point. 

After the objection on the ground of principle comes the practical 
one — that this shortening will necessarily result in diminished pro- 
duction and lower wages. To this it may be replied that workers will 
be able to produce more if they are less driven and have more leisure 
for their intellectual, moral, and physical development. And if they 
produce more there is no reason why their wages should diminish. 

At the same time we must not push this doctrine to an absurd 
extreme and claim, as the syndicalists are too much inclined to do, 
that the less a man works the more he will produce 1 We must be 
careful, above all, not to make use of contradictory arguments, as 
they frequently do — asserting on the one hand that short working 
days will make labour more productive, and on the other that they 
will give more work to everybody and eliminate unemployment. 
For it is quite obvious that if the workers, though working less, pro- 
duce as much, there will be no need to employ a larger number of 
them. A choice must be made between these two arguments. 

In practice we see that the countries where the shortest days are 
worked — Australia, the United States, and England — are at the 
same time the countries where wages are highest and production 
greatest. Only, if the shortening of the hours of labour is to give 
these excellent results, there are certain necessary conditions that 
are not fulfilled everywhere;^ (a) To begin with, the workers must 
agree to intensify their labour so as to make up for the shortening of 
time. Now workers do not wish to do this — in France, for in- 
stance— for they maintain that if they do they will get just as tired 
and the employer will gain by it. They want the reduction in the 
hours of labour to compel him to engage more workmen, which they 
believe will do away with unemployment and make wages rise. 

1 See a remarkable article that is still apposite though already old, by Professor 
Brentauo, in the Revue d'Economie Politique for April 1893, on Les ray^ports entre le 
salaire^ la durie du travail et sa productmte. 
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(b) Even if the workers are willing to put in more work in less time, 
they must also be capable of doing so, for this intensification pre- 
supposes an amount of endurance and energy with which not every 
race is gifted. Thus the French workman does not seem able to 
run as many looms at once as the American workman, (c) Finally, 
the equipment and plant must be improved sufficiently to allow of 
this intensification of labour, and even to enforce it: the machinery 
must be able not only to follow the workman, but to outstrip him. 
Now that is the employer’s business: the workman can do nothing 
in regard to it. 

In this matter the example was set by France, more than half a 
century ago, when the law of 1848 fixed the limit at 12 hours; but 
in practice this law was in advance of economic evolution and re- 
mained for a long time a dead letter. However, in large factories 
the working day before the war was reduced to 9 or 10 hours. 

It is well known that the workers used to demand the ‘'three 
eights” — eight hours’ work, eight hours’ leisure, and eight hours’ 
sleep. The old English rhyme included also a fourth “eight”; 

“Eight hours to work, eight hours to play. 

Eight hours to sleep, eight shiiliugs a day.” 

And it is well known that great demonstrations were tumultuously 
organized every First of May in every country to demand this reform. 
But it seemed altogether premature. And there was every reason 
to believe that the result of the war would be to postpone it for a 
long time; for the working day was extended without limit during 
the war in the interests of national defence, and after the war the 
needs of national reconstruction, it was thought, would be no less 
urgent. But, contrary to these anticipations, the war has resulted 
in France in the establishment (by a law of April 1919) of an eight- 
hour day — and that with such suddenness as to upset the whole 
national economy, and especially the exploitation of railways. 
But the claims of the workers became so threatening after the end 
of the war that the government could no longer postpone the re- 
form. 

However, the same measure has been general throughout Europe, 
under the same pressure. Between the signing of the armistice in 
November 1918, and the end of 1919 — in one year alone — thirteen 
European coimtries, including all the new republics, established an 
eight-hour day; and others are preparing to do the same. 

Indeed, eight hours is even coming to be regarded as a maximum 
that will soon have to be reduced to seven, or even six. Dnfortu- 
nately it does not seem, at any rate at present, as if this shortening 
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of the working day had been made up for by an increased production 
per hour. The workers have not even admitted the necessity for 
such compensation. They throw the responsibility for diminished 
output upon defective organization and inadequate plant. 

A guaranteed legal minimum wage 

This is a measure insistently demanded not only by socialists 
but even by many of the catholic social party. 

It might indeed be said that it is no more outrageous to fix a mini- 
mum rate of wages than a maximum rate of interest. But the danger 
of a minimum wage is that if it is fixed too low it may bring the 
average wage down to its level, and if it is fixed too high it will make 
employers engage only workmen whose labour is worth more than 
this minimum and refuse all the rest. The result would be that all 
ineflScient workers, whether they are novices, or old, or disabled, or 
unskilful, who earn their living to-day none the less by receiving a 
moderate wage for moderate work, would find employment no longer 
and would come upon the rates. So true is this that the Australian 
legislatures have had to authorize the payment of wages below the 
legal rate, for “half -workers.” Nevertheless, it may be said in 
answer to this objection that a social system under which the efficient 
receive good wages and the inefficient are merely assisted, would 
perhaps be an improvement on the present system, under which the 
competition of the bad workmen too often brings down to their level 
the wages of the good ones. 

Notwithstanding these difficulties, several countries, such as 
Australia and England, have taken a step in this direction. It is 
not a case, however, of a general minimum wage established by legis- 
lation, but of the fixing of wages in certain industries — those that 
are specially addicted to the sweating system^ — by the interested 
parties themselves; to this fixed rate legislation simply gives legal 
sanction. It is rather a kind of compulsory collective contract. 

In France a minimum wage has been established by law for women 
engaged in home industry in the clothing trades. The practical 
difficulty lies in enforcing the law, for the women workers generally 
prefer not to lodge complaints, in the fear of being deprived of work 
by the employers whom they denounce. So to avoid this difficulty 
there have been established benevolent leagues for female protection, 

^ This is the system by which work is done at home, on the piece-work plan, for an 
employer who is usually only a subcontractor, and who distributes the work and 
makes his profit by cutting down the price. 
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to look after the enforcement of tiie law by lodging complaints 
directly. 

S. Substitution of collective agreements for individual labour contracts 

Tliis reform is the great question of the day, and has already been 
formulated in legislative proposals in several countries — France, 
Italy, etc. It has long been remarked that the abuses of labour 
contracts are due especially to the extreme inequality of the con- 
tracting parties:^ the workman offers a commodity which cannot 
wait, for it is nothing but his very person, and he must at the same 
time work to eat and eat to work, whereas the employer loses nothing 
by waiting except his profit and the interest on his capital — a very 
small matter — which lies idle while the workman is absent. But 
the situation changes completely if all the workmen are drawn up in 
a solid mass before the capitalist who employs them, and if, more- 
over, they are supported by funds that enable them to wait and to 
bargain also. In this case the operation of the law of supply and 
demand is not perverted: on the contrary it acts under the same 
conditions as in all other contracts. That is what is called the 
collective labour contract. Hitherto it has arisen only in the form 
of peace treaties on the conclusion of strikes. But why should it not 
become the normal method of establishing wage contracts, instead of 
being an accidental affair resulting from a conflict? 

The difficulty is that every contract involves an exchange of wishes, 
and therefore the existence of real persons. But how is a group of 
workers to be given a legal personality and legal representatives? 
Who is to sign the agreement? And who will be pledged by the 
signatures affixed? To-morrow, perhaps, or soon after, these par- 
ticular workers will be replaced by different ones: they will be no 
longer the same. Are we to say that they are represented collectively 
by their trade union? Yes: that is the very solution that is adopted. 
But the unions comprise only a small fraction of the working popu- 
lation. It may be that none of the workers in the factory where 
this collective agreement is to be negotiated is a member of one. 
Will not the employer then have the right to make the stereotyped 
reply: “I am willing to treat with my own workmen, but not with 
strangers”? And even if this difficulty can be smmounted, will the 
union itself offer more guarantees? What will be its liability in case 
of non-performance of the contract? Will it pay damages? And 
if so how, if it has no funds? 

1 Twenty-three centuries ago Thucydides said: “There can be no justice among 
men unless they treat with each other on an equal footing.'* (Book V, Chap. 89.) 
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What makes employers object so much to the collective agreement 
is their feeling that in this new kind of contract they will themselves 
be morally and financially pledged^ but that the workers will not. 
It must be admitted that though experiments in the method of 
collective agreement have so far yielded good results in England and 
even in Germany, it has not been the same in France. The contracts 
have very often been broken, the two parties throwing the respon- 
sibility for the breach upon each other. The method can scarcely 
be efficacious except where the working classes are almost completely 
organized and have acquired a sense of responsibility, or where the 
leaders at any rate have sufficient authority to sign on behalf of all 
and to make the workers keep the engagements entered into in their 
name. 

Strictly speaking, the collective agreement — which is a better 
term than ‘‘contract” — is not a true labour contract, for it does not 
compel Peter to work for Paul, nor fix the price that Paul must pay 
Peter. All it does is to lay down certain general rules to which em- 
ployers and workers will have to conform in future, such as the scale 
of w^ages, the maximum number of working hours, the obligation to 
employ only unionists, and so forth; and since these conditions can- 
not be fixed for a future of unlimited duration, a term of three or 
four years is generally adopted. It is like a frame in which must be 
placed all the individual contracts connected with the same firm, 
or even with all firms in the same industry or district. Thus the 
collective agreement may grow into a kind of local legislative enact- 
ment, except that instead of being voted by parliament, this law 
would be made by the common consent of the workers’ and employers’ 
unions. This would be a step towards the system described as 
coTiipulsoTy tvade uniouisui — meaning not exactly that all workers 
would be obliged to join the union, but that they would be bound to 
conform to its decisions. 

Such agreements are obviously opposed to individualism, owing 
to the solidarity that is their distinguishing feature: they tend to 
stereotype wages without respect of persons.^ But the sacrifice thus 
made by the pick of the workers to the majority is not without moral 
value. 

1 Economists of the liberal school, too, have sometimes exi^essed themselves strongly 
on the subject. M. d’Eichthal wrote in the Journal des Economistes (1907): ‘ The 
collective agreement tends to make mediocrity the rule and file limit for everyone.” 
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XIL SECURITY AGAINST RISKS 

For the workman to receive an adequate wage and not to be sub- 
jected to too oppressive labour is not everything. There is yet a 
third condition without which his life is full of anxiety. This is 
security. The man who has to live from day to day must have 
security against the risks that threaten every moment to deprive him 
of his work, and consequently of his bread. There are three of these 
risks that are common to him and to all men — sickness, old age, 
and death — or even four if we count disablement separately; and 
two that are peculiar to his calling — namely, accidents arising from 
his work, and unemployment That makes five or six, which is a 
great many. And they all have the common characteristic of de- 
priving him temporarily or permanently of his wages, and conse- 
quently of reducing him and his family to poverty. Now what can 
he do by himself against so many enemies Very little. 

We must distinguish between preventive measures, whose object is 
to prevent risks from occurring, and remedial measures, whose aim is 
to make good the pecuniary damage at any rate, when it has been 
impossible to avoid the evil. It is the latter kind alone that are in- 
cluded under the heading of insurance. 

From the preventive standpoint, the worker can to some extent avoid 
sickness and put off the coming of old age and even of death, by prac- 
tising temperance and conforming to the rules of hygiene, in so far as 
his modest income permits. But it is scarcely within his power to 
avoid the other two risks — accident and unemployment — for it 
is obvious that both of these depend on technical or social causes to 
which he is subjected, but which he cannot alter. 

From the remedial point of view the worker can at the utmost 
obtain, by saving, some resources to provide for a rainy day or to 
live on in his old age. But if he has nothing but the savings-bank 
for this purpose, who can imagine that that will suffice to ensure to 
him or his family the equivalent of the wages lost by all the fatalities 
we have just mentioned, or even by a single one of them, such as 
prolonged illness, disablement resulting from an accident, or old age? 

There are capitalist insurance companies, it is true, which insure 
against all imaginable risks; but their rates are totally impossible 
to the working man’s pocket — and besides, they scarcely want 
small working-class clients. 

If therefore the worker is powerless by himself, must he not ask help 
from others? These others must be the employer, and the State. 

(1) Help must be sought from the employer, at least so far as 
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concerns tlie risks of accident and unemployment. For as regards 
accidents, it may be said that since the workman under the existing 
wage system is merely a tool employed in his master’s service, the 
master ought to stand the expense of breakage and wear and tear, 
just as he does in the case of his machinery. And as regards unem- 
ployment, we may say that it rests to some extent with the employer 
to avoid it, by regulating his production better, as he well knows 
how to do by means of agreements and trusts when it is a question of 
avoiding a bad market. 

Even in the matter of risks that are common to all men — sickness, 
old age, and death — a certain amount of responsibility may fall on 
the employer, in so far as the first may have been aggravated, and 
the two others hastened, by the unhealthy nature of the work; 
for it is only too certain that for the worker, occupational diseases are 
more frequent, and old age and death come much sooner to him 
than to the members of other classes. There would be no injustice, 
therefore, in making the employers share in the insurance against 
these latter risks. 

(2) Help must also be sought from the State, as representing the 
nation and in virtue of the law of social solidarity which requires 
that since all members of society share the fruits of production, they 
should all share also in its necessary cost. That is especially the 
case with unemployment, because this scourge is always due to social 
causes (see below, p. 460). 

Only, when the State undertakes to guarantee the worker against 
the consequences of the risks of life, has it not, in return, the right to 
compel him to co-operate himself in this insurance as far as his re- 
sources permit? — and if this obligation be imposed on the worker, 
must it not be imposed, in fairness, on the employer too? In this 
way, State intervention in insurance leads logically to compulsory 
insurance. 

These two points — compulsory insurance for those concerned, and 
the collaboration of the wage-earner, the employer, and the State (in 
varying proportions, according to the nature of the risk) — charac- 
terize the system called ‘"German” because it was started in Ger- 
many by a series of famous laws commencing in 1883. 

After these general considerations on the subject of workers’ 
insurance, we go on to some brief details concerning each kind. 

1. Sickness 

This is the only one cf the five risks that private initiative’ has 
succeeded in meeting, though to a scarcely sufficient extent, by means 
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of association. In fact, though sickness, however little prolonged, 
makes a terrible hole in the income of the workman whom it strikes 
individually, and is even one of the most frequent causes of pauperism, 
it is none the less true that if we take a large enough number of men 
of average age and health, the number of days of sickness does not 
exceed seven or eight per year. Consequently, the expenses of 
sickness strictly speaking — that is to say, doctors’ fees and cost of 
medicine — w’^hich would be an intolerable burden upon a normal 
workman’s pocket, fall but lightly upon the resources of a society. 
Hence the success of sickness insurance societies, which, in return for 
a very moderate payment, guarantee to their members in case of 
sickness: (1) the cost of treatment, by doctor and chemist; (£) a 
payment equal to half the patient’s wages; (3) generally some other 
benefits, such as funeral expenses and some moderate assistance to 
the widow and orphans; (4) besides this, some societies give also a 
small old age pension. 

But these societies do not as a rule insure the members of the 
workman’s family, nor do they, even for the men, provide for a long 
illness. 

Private association, therefore, does not seem adequate to guarantee 
the working population against this risk. For this reason the Ger- 
man law^ has made sickness insurance compulsory on all wage-earners, 
and has mitigated the hardship of it by making the employers pay 
a third of the premiums. It has also extended the system to in- 
clude maternity benefits. 

2. Accidents arising from employment 

Accidents occurring during work are different from sickness in 
their causes but not in their results — namely, unemployment, more 
or less prolonged, and perhaps permanent, if the accident involves 
mutilation. They differ from sickness above all in the fact that 
here the responsibility of the employer is much more closely impli- 
cated. In fact, if he cannot be held responsible for the sickness of 
a worker, except in cases of occupational disease, it is difficult for 
him to evade liability for an accident, even when it occurs by chance. 
For the fact that it has happened in a factory or during work is 
sufficient to implicate the man in whose factory and for whom the 
work was being done. That is the doctrine now generally admitted, 
and known as husiness risk — which means that accidents incurred 
by "employees during their work should count among the general 
^ [On whicli the English system of National Health Insurance is modelled.] 
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expenses of the business, just like accidents happening to the plant 
and materials, and that they should therefore fall entirely upon the 
head of the business, the worker being exempted from all share in 
the insurance against this risk. — Even when the accident is his 
own fault? Yes, because the negligence and imprudence of the 
workman, and even his disobedience to orders, are themselves business 
risks that ought to enter into the normal calculations of the mire- 
freneuT and be reckoned among his general expenses. 

But since it is the employer who will have to pay the indemnity, it 
is for him, and not the workman, to insure against this risk. Ought 
he to be compelled by law to insure against it? The German law 
compels him, but not the French: the latter leaves him free to insure 
or not as he pleases. 

8. Old age 

It may seem absurd to class old age among risks, since it is expected 
and even hoped for by everyone: the risk is rather that of dying 
before old age. But none the less — and therein perhaps the in- 
equality of social conditions is most cruelly felt — old age without 
money saved, old age with no prospect but the workhouse or de- 
pendence upon one’s children — which is in some respects harder 
still — is the nightmare of all wage-earners. It is true that old age 
can be foreseen a long time in advance and can be prepared for all 
through life, so that anyone who is overtaken by it without having 
made proper preparation incurs the reproach of improvidence. 
But besides the wish there must also be the power to save for one’s 
old age; and are there so many of the middle classes who save, 
even if they are able to do so without trouble? 

To procure a retiring pension by individual saving would lay a 
heavy burden upon the worker — a deduction of at least 15% of 
his wages continuously from his earliest days — a deduction that is 
generally impossible and even selfish, since it would have to be paid 
at the cost of his children’s bread. 

That is why the French law of 1910, passed after endless discussion, 
reproduces in its essential features the German law, as follows: — 
(1) compulsory insurance for all wage-earners by means of a deduction 
from wages made by the employer; (2) an equal contribution from 
workers and employers;^ (3) a State grant in the shape of an ad- 
dition to the pension, of a very moderate amount (100 francs); 

^ Fixed at a uniform rate (9 francs for men and 6 francs for women, and the same 
for employers), whereas in Germany there is a scale of payments graduated according 
CO the wages. 
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(4) the right to a pension on retirement at the age of 60, the amount 
varying according to the number of payments made. 

This system of compulsory insurance has not been as successful 
in France as in Germany. It may even be said to have failed. The 
premium is paid by scarcely more than half those who should be 
included, and these, moreover, are the oldest. The law has been up 
against the resistance of four kinds of opponents at once: economists 
of the liberal school, who object to compulsion;^ socialists, who ob- 
ject to any contribution being imposed on the worker; mutual 
benefit societies, who are afraid that the subscriptions of their mem- 
bers will be absorbed by the compulsory payments to the State 
scheme; and lastly, and above all, the workers themselves who refuse 
to pay for an insignificant pension which most of them will never get. 

Now that the war has upset both the value of money and the 
rate of interest, all calculations will have to be worked out afresh 
and the law will have to be completely refashioned.^ 

4. Unemployment 

By unemployment is meant the interruption of work consequent 
upon the discharge of the worker and his difficulty in obtaining em- 
ployment elsewhere. This discharge may be due either to dullness 
of trade, to an economic crisis involving a stoppage or slackening 
of production, or to the closing of a factory in consequence of such 
circumstances as a fire, bankruptcy, death of the employer, and so 
forth. Unemployment is the most frequent and, we might also say, 
the most incomprehensible of all the risks incurred by the wage-earner. 

^ M. Colson, one of the chief representatives of the liberal school, said in 1916, 
at the Congress of the “Soci6t6 d’Economie Sociale”: ‘*It can be asserted without 
hesitation that the institution of workmen’s pensions is a bad thing .... and 
leads to social disorganization.” 

2 Disablement constitutes a special risk, distinct alike from old age, since it may 
exist from birth, and from sickness, since it is permanent. It would be the most ter- 
rible of all risks if it were not that it is, fortunately, exceptional. The German law, 
which is generally spoken of as a law of insurance against old age, is really entitled 
a disablement law, and it is disablement that it has particularly in view. It may be 
admitted, indeed, that insurance against disablement covers insurance against old 
age, for of two things one: either the old worker is disabled, and eligible for the dis- 
ablement allowance; or else he is fit and able to work, in which case it seems scarcely 
necessary to pay him any indemnity. 

The projected French law, on the other hand, pays little attention to anything but 
old age, and in this it corresponds to the feeling of the public. For while everybody 
wants to be insured against old age, because everybody expects to grow old, no one is 
concerned about insurance against disablement, because no one expects to become di.s- 
abled. 
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In fact, it is a terrible mystery in our economic organization tliat a 
man who wants to earn his living by his labour so often finds it im- 
possible to do so, for it is incomprehensible that a man’s labour should 
be useless, unless everyone were sufficiently provided not only with 
necessaries but with luxuries as well. Now the very fact that the 
unemployed worker is deprived of everything and oppressed by want, 
is sufficient proof that this state of abundance is far from being 
realized. 

The socialism that preceded the French Revolution of 1848 de- 
manded that the State should ensure to every man the Right to 
Work, and even went so far as to regard the legal recognition of this 
right as the solution of the social problem. The deplorable experi- 
ment in national workshops during that revolution was connected 
with the same idea. We do not talk about the Right to Work 
nowadays. We see, indeed, how absolutely impossible it is for the 
State to provide useful work — work that is really productive of 
value — for anyone at all. And what matters to the workman is 
not the right to work but the right to live, so that the demands of 
modern socialism are rather for the guarantee of a minimum wage, 
while waiting for the socialization of the instruments of production, 
which might perhaps eliminate aU stoppage of work but which even 
in that case would transform unemployment into holidays, the 
workman receiving the equivalent of his wages. 

Against this terrible evil of unemployment there are two remedies 
— the one preventive, and the other remedial — but both of them 
inadequate. 

(a) The first is that of setting up special institutions for obtain- 
ing some other employment for the worker. The workers’ unions 
would like to have the monopoly of finding employment, because 
this would be a sure means of enabling them to enlist all wmrkers 
and exercise control over them by placing only their own members 
in employment. It would also enable them to support their members 
on strike by keeping out “blacklegs.” But it goes without saying 
that employers on their side resist this claim and try to keep the 
placing of workmen in their own hands — which is an easy matter 
for them since it is they who have the jobs at their disposal. 

Between these two extremes lies the best system, which combines 
the three elements by making the employment bureau to consist 
half of employers and half of workmen, with an independent chair- 
man: the bureau to operate at the cost and under the control of 
the municipal authority. This plan is practised in Germany and 
has been introduced into France since the war. 
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Well-organized emplo 3 rment bureaux might go beyond the mere 
struggle against unemployineiit^ and carry out in particular the im- 
portant task of guiding young workers in their choice of a pro- 
fession. 

But this method is an insufficient remedy for unemployment, for 
all statistics show that except for uncommon trades the demand for 
places is always greater than the number of vacancies. What can 
be the cause of this mysterious phenomenon? For with so many 
people in want of necessaries it seems simple enough to employ the 
spare labour in producing just these necessaries that are lacking. 
It is no doubt due to the cause already indicated (p. 79) — that 
machinery and everything that is included under the head of industrial 
progress tends to reduce the amount of labour requisite to produce 
a given result. That is why the method of employment bureaux 
has to be supplemented by insurance. 

(6) Insurance is the method of compensating the unemployed 
worker for his losses by paying him the whole or part of his lost wages, 
as in the case of the other risks we have been considering. It must 
be observed, howe%^er, that insurance is much more difficult here, 
not only on account of the extent and frequency of the risk, but 
especially because it is almost impossible to distinguish true unem- 
ployment, due to lack of work, from the false variety which is due 
to laziness. 

Hence arose the idea of collaboration between the trade unions 
and the municipalities, the latter providing the necessary funds and 
the former organizing the scheme of insurance and paying the benefits 
to those concerned. 

In what is called the Ghent system, dating from 1901, a grant is 
made by the municipality and distributed by an independent or- 
ganization. In practice the Ghent system generally employs the 
trade union as this intermediary, but the members of any asso- 
ciation formed to combat unemployment have a right to a share in 
the grant, without necessarily belonging to a trade union. And 
even individual saving, in the shape of savings-bank deposits, is 
assimilated to* unemployment insurance, and benefits by grants 
proportional to the amounts withdrawn from the savings-bank. 

France is very backward in the matter of unemployment insurance. 
Although unemployment has assumed formidable proportions since 
the universal slump that followed the war at the end of 19^0, she is 
still using the palliative method of distributing alms, under the name 
of unemployment grants — a method that is at once humiliating, 
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ineffective, and terribly burdensome to the State and the munici- 
palities.^ 

XIII. THE FUTURE OF THE WAGE SYSTEM 

The abolition of the wage system, more even than the abolition 
of property, which is rather the means than the end, stands in the 
front rank among the demands of the working classes — or, more 
strictly speaking, it includes all their demands. 

This expectation does not necessarily give rise to a feeling of class 
hatred, but rather to grievances that are very justifiable, as well 
from the moral and social as from the purely economic point of view. 
These complaints are not so much against the inadequate share 
that the wage system allocates to the worker (see above, p. 4^7) 
in the process of distribution, for this inequality might be diminished 
sooner than is expected. There are more serious grievances than 
this. While recognizing that the wage system has perhaps been 
the indispensable instrument by which industry and the general 
wealth have made such enormous progress during the past century, 
we must admit that it has not brought lasting social peace, and that 
it even seems now to be hindering the increase of production. The 
reasons for this are as follows: 

(a) From the social point of view the wage system creates an 
inevitable conflict of interests between employer and worker — the 
same conflict, in fact, as that which exists between the seller and the 
purchaser of any other commodity — the one trying to pay the 
lowest wage possible in exchange for the greatest amount of work, 
and the other trying to put in the least possible amount of work in 
return for his wages; and in this way the strife of classes is embittered. 

The more wages are raised, in fact, the more profits are reduced, 
and conversely, other things being equal. We have added and itali- 
cized this last phrase because it is obvious that if the conditions of 
productiveness change — if, for instance, the total produce of all 
businesses were to be doubled — then wages and profits might be 
doubled simultaneously , This is even a common case in new coim- 
tries, where productiveness is great: there high wages and large 
profits can be seen at the same time. But the conflict of interests 
is there just the same, even when this happens. Moreover, it is 
made plain by incessant strikes. Thus, then, the employer and the 
worker appear to us in the existing economic order of things as two 

1 [A few sentences dealing with French institutions have been omitted from this 
section.] 
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figures standing up against each other in an attitude of mutual 
defiance, though they are unable to do without each other and are 
bound together, as it were, by an iron chain. 

(b) From the economic standpoint the result of the wage system is 
to deprive the worker of all interest in doing well^ and thereby to do 
serious injury to production. For the worker, having no claim on 
the profits of the business, and having sold in advance for a fixed sum 
his eventual share in the produce of his labour, has no further induce- 
ment to work except the fear of dismissal.^ But if such a motive 
may determine a workman to put in the minimum amount of work 
it is quite inadequate to cause him to make the best use of his pro- 
ductive capacity, for it makes work into positive drudgery. Of 
course we have seen various methods devised for remedying this 
defect in wage-paid labour by stimulating the workman’s activity 
by piece-work, by the payment of bonuses (see p. 434), or by the 
Taylor system;^ but these are only palliatives. The nature of the 
contract reduces the worker to a purely passive part, and robs him 
of all interest, if not in the immediate result of his work, yet at all 
events in the success or failure of the business. It is hard to persuade 
men that they ought to work their best when they have no claim 
upon the wealth that issues from their hands. 

(c) From the moral point of view the wage system makes man an 
instrument for enriching another man. Undoubtedly every man 
is called upon to work for another, by the system of division of 
labour, and instead of protesting against this state of things we must 
regard it as a manifestation of the moral law of solidarity. But 
the relation of the wage-earner to his master is not one of interde- 
pendence but of dependence, pure and simple. The workers are 
known by the cruelly realistic name of ‘"hands,” and that, indeed, 
is just what they are,* but they cannot be prevented from bitterly 
seeing generations of employers and shareholders succeeding each 
other and growing rich from such and such a factory or mine in 
which they, too, have worked from one generation to another, and 
have yet remained poor. It is true that one might prove to them 
that this fortune is not their doing, economically speaking; but it 
would not be easy to prove that this state of things conforms to 
Kant’s principle of morality which he called the “supreme practical 

^ “The good shepherd giveth his life for the sheep. But he that is an hireling, and 
not the shepherd, whose own the sheep are not, seeth the wolf coming, and leaveth 
the sheep, and fleeth .... The hireling fleeth, because he is an hireling, and careth 
not for the sheep.” (S. John x, 11-13.) 

^ my Political Economy • 
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principle’’: to remember always that we ought to regard the person 
of our neighbour as an end and not as a means. 

But when men talk of abolishing the wage system, what is it ex- 
actly that is meant? 

The only clear way to abolish the wage system would be to make 
every wage-earner an independent producer, producing by his own 
means and on his own account, like the craftsman or the peasant. 
But such a system would be incompatible with large-scale industry 
and would hinder the advance of economic evolution. Nor is it 
demanded by anyone, no more by socialists than by the liberal school 
of economists. Now as soon as ever the necessity for the collective 
organization of labour is admitted, it will be useless to replace the 
capitalist joint-stock company system by any system of social- 
ization whatever — whether syndicalist, co-operative, or nationalized 
— for the worker will inevitably be employed in the service of the 
undertaking, which will command him and pay him for his work: 
and then will he not still be a wage-earner? 

But at any rate, it will be said, the workers will no longer work for 
a master, but for an association of which they will themselves be 
members — either a commune, a co-operative society, or a nation. 
Very well; but then the appropriate formula would be ‘‘abolition of 
the employing system,” rather than “abolition of the wage system.” 
And are we to believe that the worker would be very conscious of 
this change? It is by no means certain, to judge from the state of 
mind of workers who are already in this position — in the service of 
the State, or of municipalities, or of co-operative societies. They 
are not the last to go on strike! 

Yet all the same there would be something different in these new 
forms of business: profit would have been eliminated, and so the 
worker would no longer be tormented by the feeling which, rightly 
or wrongly, preys upon him to-day, that his labour serves to enrich 
his employer. Consequently the famous formula, “abolition of 
the wage system,” seems as if it should be changed into abolition 
of profit.” And that brings us to the subject of the next chapter. 


CHAPTER IV — THE ENTREPRENEURS 


i. HISTORICAL EVOLUTION OF THE EMPLOYING 

SYSTEM 

We have already made the acquaintance of the important person 
who is known in economics as the entrepreneur (see p. 116). We 
have seen that it is he who takes the initiative and assumes the 
direction of every productive operation when it gets beyond the range 
of individual action. But he occupies a no less important place in 
distribution as well, for it is he who is the great distributor. It is he 
who pays his collaborators for their assistance, and the share that he 
gives to each of them is precisely what constitutes their income. 
To the worker he pays wageSy to the capitalist interest^ to the land- 
owner rent Then he keeps the remainder — if there is any remainder 

— for himself; and this makes his income, under the name of profit 
In everyday speech the entrepreneur is called the master, but if 

we look more closely we shall see that this is not exactly the same 
thing, for there may be a business without a master, such as a co- 
operative society. Moreover the term ‘^master” refers particularly 
to his relations with his wage-earners: it implies a certain moral 
idea of protection, patronage, or mastership, and a certain con- 
ception of the rights and duties of a leader towards his subordinates, 
which is foreign to the strictly economic definition of the entre- 
preneur, or, as he is also called, the employer. 

This notion of the duties of an industrial leader towards his workers 
has undergone various interesting changes during the last century, 
without going back as far as the days of the guild system. Three 
periods may be briefly distinguished: 

(1) At the beginning of the industrial era and down to about the 
middle of the nineteenth century, the idea of the employing system 
in the sense just indicated did not exist. There were only entre- 
preneurs confining themselves to their economic function and con- 
cerning themselves simply with producing as much as possible, at the 
lowest cost, and with making the best use of the available labour power 

— the best, that is to say, in their own interests. And they utilized 
not only the labour of men, but also that of women and children, 
which was more profitable because it was less expensive. This was 
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the system of laisser faire, as typified by the famous phrase of an 
English employer who, when asked what would happen to the workers 
he dismissed, replied: ‘T trust to the laws of nature.” 

From the economic standpoint, however, it must be acknowledged 
that the capitalist employers of that heroic age were the creators of 
modern large-scale industry. It is from the moral point of view that 
their history is not pleasant — except, of course, for certain indi- 
viduals, among whom we must remember particularly the great Scot- 
tish manufacturer, Robert Owen, who is more worthy of recollection 
for having been the first to set up a model factory than for his com- 
munist theories. 

(^) About 1850 there emerged a new conception. We can point 
even to its birthplace and its authors — a group of protestant manu- 
facturers in the town of Mulhouse in Alsace. This was the con- 
ception of the good master: it was formulated in the famous saying of 
another employer, Dollfus of Mulhouse: ‘^The master owes the work- 
man more than his wages . What does this mean? That the pay- 
ment for labour, determined according to the current price of manual 
skill by the law of supply and demand, does not meet all the de- 
mands of justice: something yet remains due; that the worker ought 
not to be regarded as a mere tool, but as a collaborator with the em- 
ployer; and that the latter ought to investigate his needs and at- 
tempt to provide for them. 

Thus was inaugurated the great movement in the direction of in- 
stitutions set up by employers — working class houses and cities, sav- 
ings organizations, benefit and retirement funds, profit-sharing 
sometimes, schools for children, and so forth which occupied the 
places of honour in all exhibitions of social economy and carried off all 
the awards. We must do the masters the justice of acknowledging 
that most of the reforms introduced by labour legislation or in an- 
swer to the demands of the trade unions had been first started by the 
initiative of the employers. This confirms the oft-proved law of so- 
ciology that reforms are most often due to the action of those who are 
not directly interested in them.^ 

Unfortunately this generous movement frequently degenerated into 
a species of control over the private life of the worker, which he found 
intolerable.^ It was natural enough that the good employer who real- 

1 See our book. Institutions de Progres Social. 

2 In one of the great American businesses — The Pullman car company in 
which these institutions had grown into a veritable workmen’s city, the workers used 
to say: “We were born in a Pullman house, fed from a Pullman shop, taught in a 
P^lman school, catechised in a PuUman church, and when we die we shall be buried 
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ized the duties he owed to his workers should also attribute paternal 
rights to himself, and if he agreed to make sacrifices he wished only 
to make them in good earnest, by making sure that the worker would 
show himself worthy of them. But it might have been expected that 
the worker would show himself ungrateful, and that is just what hap- 
pened. Considering especially the mentality of the modern workman, 
urged into class warfare, it is obvious that he would think it a gro- 
tesque and hateful idea to regard his employer as a father. He does 
not believe in the so-called sacrifices of his master, and even if they 
are real he scorns them as alms. He demands them in the shape of 
increased wages — nothing more and nothing less. 

We believe that the r61e of the modern employer may be defined 
by saying that he should stick to his industrial function: he should 
abstain from all interference with the life of the worker outside the 
factory, even to ‘‘do him good,” but should do everything possible to 
provide him inside the factory with the most perfect conditions in the 
matter of safety, hygiene, and comfort — which things are also condu- 
cive to the maximum productiveness. An example of this kind is 
being set already by certain large employers in England and the 
United States. 

(3) A third period began recently when the employers, finding them- 
selves faced by workers organized in unions and declaring that they 
wanted no relations with their masters except on the basis of class 
warfare, had to defend themselves instead of trying to protect their 
workers. This spirit of hostility seems to grow in proportion even 
to the improvements that are made in the workers’ condition. This 
fact, which is disconcerting at first sight, is regarded by the employers 
as a sign of a discouraging ingratitude; but it is the manifestation of 
a well-loiown psychological law. New wants only begin to be felt 
when the eai'lier ones are satisfied: the workman who is stupefied by 
fifteen hours of labour wants only to eat and sleep, but the one who 
has obtained the benefit of a shorter working day and the leisure that 
results from it, feels a thousand new wants arising within him. They 
seem excessive in comparison with his earlier wants, but as a rule they 
are not so, if they are looked at by themselves.^ 

So employers’ institutions have given place to what might be called 

in a Pullman cemetery and go to a Pullman tell.” It has even happened that some 
of these employers’ institutions have degenerated into instruments of scandalous 
exploitation, so that the legislator has had to intervene to suppress them. 

^ Vinet of Lausanne, a Christian moralist, but poles apart from working class so- 
cialism, has written these remarkably revolutionary words : “ A people never demands 
anything but what it actually needs.” 
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militant ones, for their aim is to meet the workers’ organizations with 
employers’ organizations more powerfully armed and able to give 
blow for blow, to meet a strike by a lock-out and the enrolment of 
strike-breakers, to answer the workers’ black list by black-listing the 
labour leaders, to create insurance funds against strikes to meet the 
unions’ strike funds, and so forth. The employer’s lot is going to be 
a very hard one : it will no longer be a hereditary business, handed down 
from father to son like a lawyer’s practice. Many of them will give 
up the struggle, and a kind of natural selection will take place, which, 
however, will increase the strength of the employing class. 

(4) Must we not look forward to a last phase: the permanent elim- 
ination of the employer? That, indeed, is the view of the syndicalist 
and the socialist. They claim to prove that the employer is no longer 
of any use, but a mere parasite. The increasing prevalence of the 
joint-stock company in business — what the French call the anony- 
mous society — shows clearly enough, they say, that there is no em- 
ployer here in the sense in which the word is used by economists — 
that is to say, an individual who is at the same time the owner of the 
business and the manager who receives the profits in return for his 
daily labour. The employer has been eliminated, or rather, has been 
split up into managers and salaried oflicials on the one hand, and on 
the other a crowd of idle shareholders who do not know each other 
and sometimes know nothing about the business with which they are 
connected, beyond the name of the company appearing on their 
shares. If these parasites were abolished, the business would go on 
just as before. Now in consequence of the present line of develop- 
ment which substitutes large-scale for small-scale production and the 
joint-stock company for the individual business, all employers will 
soon be reduced to the role of shareholders with nothing to do but to 
tear off dividend coupons. Then their uselessness will be proved by 
facts and their social role will be ended. 

This argument is not conclusive, however, for in joint-stock com- 
panies there are employers all the same. The employers are assuredly 
not the shareholders — mere money-lenders, called by the appropriate 
name of sleeping partners”; it is the members of the board of direc- 
tors, and most frequently only some among them, such as the chair- 
man or the secretary, who keep everything going. It is no longer, it 
is true, the hereditary monarchical government of the individual em- 
ploying system: it is an oligarchy, elected by a small number of cap- 
italists and invested with full powers — a republic on the model of 
that of Venice. 

If, then, we can look in the future for a form of business in which 
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the , employing system has disappeared in the shape of a capitalist 
monarchy, it does not seem possible to abolish it in the democratic 
shape of government by elected leaders. Whether it be a co- 
operative, a syndicalist, or even a communist form of business, direc- 
tion and management will always be required. But it may be ad- 
mitted that the leadership will no longer be connected, as it is to-day, 
with the possession of capital, and that it will no longer carry the priv- 
ilege of receiving the profits. Thus extended, the abolition of the 
employing system is part and parcel of the abolition of the wage sys- 
tem: they are the two sides of a single demand, and we can only refer 
back to the preceding chapter. 

Meanwhile the employer’s authority will probably have to resign 
itseK more and more to a threefold control that will go on increasing: 

(1) Control by the State, which will not entirely withdraw the hold 
over industry that the war conferred upon it, for it will argue that the 
needs of national reconstruction are no less urgent than those of na- 
tional defence. 

(%) Control by the workers, who set more store by a recognition of 
their claim to share in the government of industry than by a rise of 
wages. 

(3) Control by the consumers themselves, which has already been 
started, though in a timid fashion as yet, by the admission of repre- 
sentatives of consumers’ co-operative societies to some oiSScial boards. 

II. WHAT IS PROFIT? 

At first sight this is a very simple question, which any small grocer 
can answer : it is the excess of selling 'price over cost price. 

But this simplicity is more apparent than real, for the exact deter- 
mination of the specific income called ‘‘profit,” which appears as the 
normal result of every industrial, agricultural, and commercial under- 
taking, is none the less one of the most difficult and still one of the 
most discussed questions in economic science. 

Let us question the grocer or, better still, the peasant. At the end 
of the year he makes up his accounts and says, “I have spent so much 
and received so much: I have therefore gained the difference.” Is 
that profit in the economic sense of the word? Not at aU, On the 
one hand, this surplus which he has gained includes payment for his 
labour, interest on the capital he has employed, and the rent of his 
shop or land, whether he has hired it or whether he owns it; and all 
these are the kinds of income we have already met with — wages, 
interest, and rent. We see nothing different here that requires a new 
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name. The peasant or grocer makes no distinction in this mixture of 
incomes between its constituent elements, nor does he need to do so. 

At the other end of the scale let us take a big business, such as a 
mining company. Here the different kinds of income will appear 
more clearly because they are separated. The company pays wages 
for labour, including the highest salaries paid to its engineers and di- 
rectors; it pays interest for the capital it has borrowed in the form of 
shares or bonds; and though it does not as a rule pay rent, properly 
speaking, for its land, because it owns it, yet it has to pay a royalty to 
the State for the subsoil, of which it obtains only a grant. There you 
have the cost of production clearly determined in its threefold shape: 
wages, interest, and rent; and what remains is the net 'product^ or prof- 
it, which will be either distributed in dividends, or paid into a reserve 
fund, or employed to pay for the depreciation of the fixed capital In 
this case, therefore, profit appears plainly as a form of income en- 
tirely distinct from the other three. 

The entrepreneur has to deduct from the value of the produce the 
shares of all his fellow-workers: nothing can be simpler than that pre- 
liminary operation. But how is his own share to be explained, and 
by what right does he receive it? Observe, to begin wnth, that he has 
generally provided the land and buildings, and probably the whole or 
part of the capital also, as well as, in every case, some labour of organ- 
ization and management. Now in all these cases he obviously has 
the right to receive a share in the same way as his collaborators. It 
makes no difference that these elements represent the personal con- 
tribution of the entrepreneur and that he has not had to obtain them 
from others. If he had not employed them in this business he would 
have been able to make use of them otherwise — he could have let his 
building site, invested his capital, and made use of his own labour and 
intelligence elsewhere. Consequently he must assuredly receive from 
the business at least the equivalent of what he would have obtained 
in other ways from the value he owns : otherwise he will not undertake 
the business. 

As regards rent, nothing is simpler: it will be estimated at the same 
rate as the entrepreneur would have to pay to obtain a similar site. 

It is the same with his capital: interest will be reckoned at the cur- 
rent rate, at which he has to pay for the capital he borrows. And in 
practice, in every proper system of book-keeping, the entrepreneur 
sets down in his account book the interest on the capital he has pro- 
vided. 

It is only in the case of the personal labour of the entrepreneur that 
the calculation becomes more difficult. What wrage should be allotted 
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to Mm? Tlie same salary, we must reply, as lie would have to pay to 
a man who had the requisite qualifications to replace him — to a good 
manager — or the same as he could demand himself if he wished to 
sell his services. No doubt this valuation is somewhat arbitrary; yet 
there are some entrepreneurs who count among their expenses and en- 
ter in their books a certain salary which they allot to themselves. 
Presumably this salary will be higher than the entrepreneur would pay 
to an equally deserving employee, and higher even than he would de- 
mand himself if he were seeking for a manager’s post. But that is 
imderstandable, because he must take into account the responsibili- 
ties, the anxieties, and the risks of his job — not only the risk to his 
capital, which is already allowed for, but the risk to his position and 
commercial standing. And if he were not to earn more as an 
employer than as a paid employee, it would be better for him to be- 
come an employee: he would at least earn a peaceful life. There are 
only too many people, in France especially, who argue precisely like 
that. 

li therefore the entrepreneur keeps his accounts properly he will be 
sure to keep them on this basis: he will work out the amount of in- 
terest on his own capital, the wages due for his own work, and, lastly, 
the rent of the house or land that he owns. But these are not what is 
called profit, for they will all be entered among the costs of produc- 
tion of the business, and the entrepreneur will not consider that he has 
made a net profit unless there remains a surplus after all these have 
been allowed for. 

But why should there be a surplus? And if there is, by what right 
will the entrepreneur receive it, when he seems to have satisfied all his 
claims already? He has been paid as a worker, as a capitalist, and as 
an owner: what more is he to have? IS it is this surplus or residue 
alone that constitutes true profit, then profit remains in the air, with- 
out any foundation: how is it to be justified, or even explained eco- 
nomically? 

This is a very big problem, and many very divergent solutions have 
been offered. 

1. Here, to begin with, is the ordinary explanation of “the man in 
the street,” and also of economists of the old school. 

This surplus represents a real creation of value, which is due to the 
entrepreneur in virtue of the following claims: 

(a) Invention, which is the most important act in all production, 
as we have seen (p. 88). — The conclusion is drawn that the great 
fortunes made in industry — Bessemer steel, the Singer sewing- 
machine, and so forth — are the result of inventions. We have seen 
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already that the really productive act is an idea. Now, it is said, the 
idle of the entrepreneur is simply to have ideas — not necessarily in- 
spirations of genius, but commercial ideas, and particularly the power 
of discovering what will please the public. It is not enough for hi-m 
to invent new models: he must invent new wants. 

(b) The direction^ or better still the co-ordination^ of the factors of 
production. — Collective labour is more productive than isolated la- 
bour — this is one of the fundamental laws of political economy — 
but only on condition that it is organized, disciplined, and commanded. 
Someone, therefore, must distribute tasks and assign to every man 
his place : that is the duty of the entrepreneur^ and for that reason he 
is called a ‘‘captain of industry.” In fact, industry is like war. 
Who is it wins the battle? The general. Of course good soldiers 
contribute to the victory, just as good weapons do, but these are only 
the conditions of success, and not its efficient cause. This is proved 
by the fact that the same troops, with the same weapons, will be 
beaten if they are badly led. Similarly in business it is the leading 
that does everything, as is proved by the fact that of two businesses 
employing workers of equal efficiency, we constantly see one succeed- 
ing and the other failing miserably. 

(c) Commercial speculation. — To produce is nothing: the impor- 
tant thing is to sell — to find outlets. So business is tending more 
and more nowadays to take on a commercial character. That again 
is one of the characteristic features of the work of the entrepreneur, 
and a matter of the highest social importance, because it results, 
though unconsciously, in a tendency continually to restore the equihb- 
rium between production and consumption. 

(d) Insurance against risk. — It is natural for all business to in- 
volve a certain amount of risk, since by its very definition it means 
making advances without knowing when they will be repaid, and un- 
dertaking tasks without knowing whether they will succeed. Now 
no one will be inclined to take these risks unless he is attracted by the 
prospect of a certain profit — that is to say, by the prospect of get- 
ting out of the business more than he has put into it. In industrial 
undertakings we cannot accept the famous maxim of William of 
Orange: “There is no need of hope to make us undertake a task, nor 
is success necessary to make us persevere.” 

But these explanations, although perfectly reasonable, do not give 
us the answer to the riddle, whether and in what way profit consti- 
tutes a kind of income specifically distinct from other incomes. In fact, 
all that we call invention, direction, and speculation, are only forms 
of labour, and as such they yield wages and nothing else. We do not 


474 


THE ENTREPRENEURS 


make a separate category for intellectnal work as opposed to manual 
work, or for the labour of the merchant as distinct from that of the 
manufacturer. Then why make a separate category for the labour of 
invention, direction, or speculation? What the enirefreneur receives 
under these various heads will have to be set down as the remuneration 
of his labour — there is no getting away from it. And the proof is 
this: that of all these kinds of work described as characteristic of the 
entrefreneiiT — invention, direction, and even the work of seeking for 
markets — there is not one which cannot be entrusted, and which is 
not as a matter of fact entrusted in all great company businesses, to 
salaried managers, engineers, chemists, commercial travellers, and so 
forth. If the entrepreneur undertakes this work himself he allots a 
salary to himself under this heading, as we have already observed, 
which certainly means that he regards this remuneration as belonging 
to cost of production and not to profit. 

The question of insurance against risk is another matter: we have 
nothing to do here with payment for work. But to tell the truth we 
cannot understand how risk can be regarded as an explanation of 
profit. No doubt in every business which has good years and bad 
years something must be deducted from the gains of the good years to 
make up for the losses of the bad ones, which is the same as saying 
that we must base our calculations on the average of, say, five or ten 
years instead of one year. So also in every business that is liable to 
permanent losses, like mining businesses, supposing that only one out 
of two is successful, then those that succeed must produce enough 
to make up for the losses of those that fail, for otherwise no entrepre- 
neurs would be prepared to try their luck. But why is it that the 
gains of the good businesses must yield more than enough to compen- 
sate for the losses of the bad ones? This necessity is what we do not 
see. 

By socialists profit is explained in the simplest fashion: it is 
a deduction from the produce of the labour of the worker. 

It is particularly since the appearance of Karl Marx’s book on 
Capital that the attack has taken definite form. The following is a 
brief account of the way in which this doughty champion demolishes 
the income of the entrepreneur — the employer. 

The comparison that has been drawn by economists between the 
r 61 e of the entrepreneur and that of the worker, he says, is absurd, or 
at all events out of date. In former times the master who worked 
with his workmen — primus inter pares — might have been regarded 
as a worker and producer. The same case may still occur occasion- 
ally in small-scale industry; but in large-scale industry, which for 
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Marx will be the only form in the future, the master is only the mas- 
ter because he is a rich man and a capitalist, just as in former days a 
man was an officer because he was a noble. And the master makes 
his capital yield a profit simply by the method of sale, like a trader: 
he buys in order to sell again. What does, he buy? The workman’s 
labour power, in the shape of work. WTiat does he sell? That same 
labour power in the concrete form of goods. And the surplus price 
is what constitutes his profit. 

The only question is how to explain this surplus that constitutes 
profit. Whence does it come? The Marxian theory of value sim- 
ply consists in the assertion that things have no other value than that 
which is conferred upon them by labour, and that their value is 
measured by the amount of this labour (p. 5%). It seems therefore 
that the employer cannot sell the produce of the worker’s labour for 
a greater value than he has paid for that labour. That is the very 
crux of the problem — the ‘‘mystery of iniquity,” whose discovery 
has brought glory upon Karl Marx. Let us listen to the argument, 

The product placed upon the market by the entrepreneur has, indeed, 
a value determined by the labour it has cost. Suppose that the work- 
man has spent ten hours in making it: then the value of the product 
will be measured by ten hours of labour — the product will he worth ten 
hours. 

But what will be the value of the workman’s labour? It is deter- 
mined, like that of the product itself, and like that of every commodity, 
such as a machine, for example, by its cost of production. Now in 
the case of this human machine called labour or skill, the cost of pro- 
duction is no other than the expense that is requisite to produce a 
workman — that is to say, to bring him up and keep him alive. 
Supposing that the necessary expense of maintaining this workman 
and redeeming this human capital is represented by five hours’ labour 
a day — - why then labour will be worth five hours of work ^ no more and 
no less. Therefore, by paying the workman, in the form of wages, 
a value equivalent to five hours’ labour, the employer is paying labour 
precisely what it is worth according to the laws of value and exchange. 
But as the produce of the labour of this same workman is worth ten 
hours, there is a difference between the buying price and the selling 
price— a surplus value of five hours. This is what Marx calls Mehr- 
werthy which is translated into French as plus-mluey and into English 
SLS surplus value. It is the keystone of his doctrine. 

To put it briefly, there is a certain number of hours’ labour by 
which the employer profits without having to pay for them, and dur- 
ing which the workman works for nothing. Profit is a certain quan- 
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iity of unpaid labour: there lies the whole secret of capitalist exploi- 
tation.^ And it goes without saying that these hours that are not 
paid for are multiplied by the number of workmen employed, so that 
the more workmen there are the greater will be the profit. 

This demonstration can be put into a clearer but less accurate form 
by starting from the fact that the value produced by a man's labour is 
generally greater than the value required to support him. This is the case 
even with the isolated and primitive worker (as is proved by the fact 
that but for this surplus value civilization could never have arisen 
nor could population even have increased), and still more with the 
civilized worker whose power is multiplied by the division of labour 
and collective organization. Now when the employer has become 
the possessor of this labour power by purchasing it, he devises a thou- 
sand ingenious ways of increasing this surplus value — by prolonging 
the length of the working day as much as possible, by stimulating the 
workman with the deceptive bait of piece wages, and by working 
women and children to exhaustion with the help of machinery that 
enables him to utilize their slender strength. And, on the other hand, 
technical progress, by enabling everything that is indispensable to the 
material existence and maintenance of the worker to be produced at 
a lower cost, reduces the value of labour to that extent, because this 
value cannot exceed the cost of maintenance. If we were to imagine 
that the productiveness of labour could be increased to such an extent 
that five minutes would be sufficient to produce food for a man work- 
ing ten hours a day, then the value of a workman’s day would only 
be equivalent to that of five minutes’ labour: that is the wage that 
the employer would pay, and he would keep the surplus — that is 
to say, the whole of the value produced during the remaining 9 hours 
55 minutes. 

All this ingenious dialectic, designed to prove that profit, by its very 
nature, constitutes a spoliation of labour and consists of a certain 
quantity of unpaid labour, is impressive and even incontrovertible if 
we admit the postulate that every commodity is worth only the 
amount of labour incorporated in it, and that labour power in the ex- 
isting economic system, being a commodity like any other, cannot 
likewise be worth more than the amount of labour that has gone to 
produce it. But if we believe, on the contrary (see pp. 44-49), that 
value is determined by other factors than the labour of the workman 

^ Marx's demonstration is more complicated than we can make it here. To re- 
produce it exactly, we should have to distinguish between profit and surplus value. 
See Gide and Rist's History of Economic Doctrines (English translation by R. Rich- 
ards). 
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* — and by otlicr factors, also, tban tbe labour of the entrepreneuT — tbat 
it is determined by tbe play of those complex causes that are slimmed 
up in the everyday formula of tbe law of supply and demand or in 
tbe more learned form of tbe doctrine of final utility — then tbe ex- 
planation of profit by tbe exploitation of labour disappears, at any 
rate as a tbeoretical explanation. 

S. Here, lastly, is tbe explanation adopted by economists of tbe 
more modern schools. Profit properly so called is a special kind of 
income due to certain favourable circumstances, personal or real, 
which enable tbe entrepreneur either to sell above the normal cost of 
production, because be enjoys an actual monopoly; or else to produce 
below tbe normal cost of production, and thus to benefit by a differ^ 
ential rent, similar to that which we have already described in con- 
nexion with the landowner. 

This state of monopoly is far commoner than is often thought. To 
begin with, it may be a legal monopoly, resulting from a patent or a 
protective tariff. But it may arise also from many other circumstan- 
ces, such as the possession of a more or less considerable capital, which 
in a poor or new country always constitutes a certain monopoly; or 
the fact of bearing a name already well known in the industry; or the 
occupation of a good site — for instance, in the case of a public 
house, a situation at the entrance to a factory or even a cemetery. 
Who is there who does not enjoy some little monopoly? It is this 
extra profit that creates great fortunes, when exceptionally favour- 
able circumstances offer themselves. It seems as if Shakespeare must 
have had this in his mind when he wrote of the 

** tide in the affairs of men. 

Which, taken at the flood, leads on to fortune; 

Omitted, all the voyage of their life 
Is bound in shallows and in miseries.” 

Never has this flood reached such proportions as during the late war. 
Never, in any age, has man seen arise more enormous and more rapid 
fortunes, side by side with equally terrible ruin. 

But if this be so, then profit looks like an occasional and accidental 
income, that is bound to disappear with the disappearance of the 
circumstances that gave it birth. And such is indeed the case: the 
profit derived from any invention diminishes and may disappear as 
soon as it becomes public property — as soon, that is, as the monop- 
oly disappears. It is one of the classical laws of political economy 
that competition exerts continuous pressure on prices until it has 
brought them down to the level of the cost of production — that is to 
say, until profit has disappeared. 
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in every progi*essive and dynamic society (as Clark 
says), every outworn invention is replaced by another; to every de- 
throned monopoly another one succeeds. Profit is only a passing 
wave, but wave follows wave unceasingly. None the less, if we can 
imagine a society in the stationary state and under a system of un- 
restricted competition, then profit would indeed have disappeared as 
a distinct kind of income (see below), just as the waves and the tide 
of which Shakespeare spoke would come to an end in a world with- 
out wind and without a moon.^ 

III. THE RATE OF PROFIT 

The working classes are prone, as a rule, to exaggerate the rate of 
profit, by making a violent contrast between the employer's gain and 
their own meagre wages. No doubt by taking only isolated cases one 
could cite numerous and amusing examples of enormous profits and 
of millions gained by inventions which after all are nothing less than 
strokes of genius, such as shoe-laces, safety pins, lever-topped collar 
studs, steel pens, roller skates, pencil-cases with an erasing rubber at 
one end, various children’s toys, and so forth. Yv hat a fortune the 
inventor of the picture postcard would have made if he had been able 
to patent it! 

We could certainly even give examples of profits due to spoliation — 
either of the workers or of the consumers, — and it w^as not only 
socialists but a preacher, Bourdaloue, who referred to fortunes 
‘^at the base of which there are things that make one shudder.” 

Yet why should we be astonished? Do we not know that the value 
of things is determined by causes that are independent of all moral 
considerations? And this is true of every producer. 

But there are many other cases where, on the other hand, the profit 
received by the entrepreneur represents only a very small portion of 
the wealth he has bestowed upon society. Moreover, wherever profit 
arises from a saving effected in the cost of production, then instead of 
involving a parasitic levy on consumers or workmen, it results in a 
much greater profit for the nation than even for the entrepreneur. In 
this case he generally keeps in the shape of profit only a smaU part of 
the saving that has been effected; and even this fair remuneration is 

^ That is what Leon Walras means by that striking formula that is so astonishing 
at first sight: the normal rate of profit is zero. He means that under the hypothetical 
regime of free competition that serves as a base for his system of mathematical equa- 
tions, the price at which the entrepreneur buys productive services (including those 
that he provides himseK), and the price at which he sells the produce when made, 
must of necessity be equal. This obviously reduces his profit to zero. 
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quickly snatched from Ms hands by the action of competition, so that 
what was at &st a minimum cost of production for him alone, soon 
becomes the normal cost of production. 

If, instead of confining ourselves to isolated cases, we consider the 
sum total of profits in any society, or even in any single industry, we 
cease to obtain the impression that they are excessive. They represent 
quite a small deduction from the total value of the produce.^ 

In order to .effect a considerable change in the actual position of the 
wage-earner by eliminating profit, we should have to assume much 
more than a mere transfer of profit from the employer to the workman, 
which would only be a slight change: we should have to assume that 
the abolition of the wage system, of which the abolition of profit is 
only the reflection, would result in such a transformation of the men- 
tality and activity of the workers that the wealth created by each of 
them would be greatly increased. We are not one of those who regard 
this hope as chimerical; but it is a matter of social education rather 
than of distribution.^ 

It is generally taught that the rate of profits is governed by the same 
causes as the rate of interest, and for the majority of economists the 
fall in that rate is no less certain a law than that of the gradual fall of 
the rate of interest (above, p. 415). However, the one seems hardly 
more certain than the other. It may be admitted, to be sure, that as 
businesses grow, the rate of profit, which is merely the ratio between 
the amount of gain and the amount of capital employed, goes on dim- 
inishing, because the entrepreneur can gain more with a smaller profit 
per unit of capital. It may also* be owned that since profit, as we 
have shown, is only the outcome of a monopoly, it must diminish and 

^ An enquiry was made in England in 1907 into the balance-sheets of the great 
mining and railway industries. It gave the following figures: 

Million Pounds Percentage of the Total 


Wages 

446 

66 

Rent 

31..., 

4.5 

Interest 

104 

15 

Profits 

97 

14.5 


678 

100.0 


If the £ 97 , 000,000 of profits, therefore, were handed over entirely to the wage- 
earners, the increase in wages would amount to less than a quarter — just under 22%. 

2 For instance, does anyone imagine it would be sufiBcient to say, in reply to the 
arithmetical argument in the preceding footnote, that if the mine belonged to the 
miners, they would extract more coal from it? It is true in the case of the peasant 
who tOls his own field, but this is because the latter is engaged in an individual enter- 
prise — it is the same man who sows, ploughs, and reaps. It is not necessarily the 
same in businesses that involve collective labour. 
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even disappear in each business, by the very fact of competition. But 
as each monopoly, when it disappears, is replaced by a new one — as 
one wave is succeeded by another — it does not look as if this con- 
clusion could rightly be extended to cover industry as a whole. 

IV. THE ELIMINATION OF PROFIT 

We have just given the explanation of profit, but does this imply the 
legitimacy of profit? 

Of all the kinds of income there is not one that has been more hotly 
contested than profit. This is not only because the entrepreneur, as 
we have many times pointed out, is the hero who plays the leading 
part on the economic stage, and it is naturally around him that the 
fight is thickest. It is not only because profit is almost the sole source 
of great fortunes, for money is only made “in business.” Nor is it 
only because profit is regarded as the cause of every rise of prices, 
and the profiteer, in every period of turmoil such as the world is now 
passing through, is accused of speculation and branded as a monopo- 
list. It is, above all, because profit is a form of income whose nature 
is doubtful, for which it is difiSicult to discover any solid foundation, 
and which seems to be not so much the necessary remuneration of 
services rendered, as the result of fortuitous circumstances — a stroke 
of good fortune — just like rent or the earnings of a monopoly. 
Consequently it is felt that it might disappear like these other kinds of 
income without any injury to production. 

Nor must it be thought that this is the opinion of socialists alone. 
It is also the view of economists of the neo-classical school, for, as we 
have just seen, they declare that under a system of absolutely free 
competition the rate of profit would be zero. It is the opinion, too, 
of co-operators, for they are not content to show that the abolition 
of profit is theoretically possible: they actually accomplish it in the 
working of their consumers’ societies.^ So these opposing schools 
agree in admitting, at any rate in theory, that profit can disappear, 
in the one case by the suppression of all monopoly, and in the others 
by some kind of mechanism, like collectivism or co-operation, which 
restores it to the community. 

But we must make a distinction. The profit whose abolition is 
foretold or even already accomplished, is pure profit, residual profit, 

1 This is just what we see realized already in consumers’ co-operative societies, 
and it is precisely this that makes them so interesting as heralds of a new economic 
order. They do not abolish profit in so far as it consists of wages of management 
and interest on capital, and it is entered among the expenses of production. But the 
extra profit, consisting of an addition to the selling price, is abolished, for even if it 
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or extra*' profit; but it is not profit as the term is understood in 
everyday speech — profit in the sense of remuneration for the actual 
assistance rendered to production by the entrepreneur, and for the 
risks that he incurs. To abolish this remuneration would be to 
abolish all business, and thereby to do away with production itself. 
Profit in this sense could only be abolished if it were proved that the 
entrepreneur is merely a parasite, whose functions are obsolete, and 
who can perfectly well be dispensed with. But this point does not 
yet seem to have been reached. 

Even as regards pure profit — that which results from monopoly 
or chance — there is some ground for asking whether its disappear- 
ance would not strike a blow at production. Those economists who 
teach the law of the diminution of profits foresee as a consequence 
“ the stationary state,” by which they mean that the progress of in- 
dustry would come to an end as soon as men were deprived of the 
chance of profiting by strokes of good fortune. 

This is probable; but then no doubt other motives of human ac- 
tivity would arise, more noble than the desire for gaini, and even if we 
had to end in a stationary state, industrially speaking, the prospect 
would not seem very alarming: John Stuart Mill himself regarded 
it with tranquillity. 

remains in the shape of a distribution of bonuses, it is restored to the purchasers, on 
whom it was levied. It is no longer profit, therefore, but what the French call a 
risiourne — resembling the repayment of insurance premiums. (See, below, the 
section on Consumers’ Co-operative Societies.) 
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BOOK IV — CONSUMPTION 

CHAPTER I — SPENDING 

I. THE MEANING OF THE WORD “CONSUMPTION” 

This last Book is absent from most treatises on political economy, 
and there is no lack of economists who assert that consumption has 
nothing to do with economics but belongs to the sphere of ethics or 
hygiene. Consumption, according to one of them, is only an essen- 
tially individualist matter. But it is difficult to see why consumption 
should be a more individualist action than production, for the ideas 
it calls up are ‘rather those of conviviality — the family table, the 
feast at which men meet in friendship, or even the Lord’s Supper, 
the symbol of Christian communion. 

Consumption is not merely the act of eating: the word must be 
taken in a wide sense to cover the best possible use of the wealth that 
is available. It is the final cause and the ‘"consummation” of the 
whole economic process of production, circulation, and distribution. 

The term “consumption” is liable to certain misinterpretations 
that must be guarded against. 

(1) It must not be thought that consumption is synonymous with 
destruction. It is true — and it is this that leads to confusion — 
that there are some wants, such as food, for example, and lighting, 
which can only be satisfied by the transformation of the objects that 
serve for food or fuel. To make use of bread and wine — that is, to 
change them into flesh and blood — we are obliged to eat and drink 
them; and to warm ourselves we are obliged to burn coal or wood — 
that is, to reduce them to smoke and ashes; and that is an unfortu- 
nate necessity.’^ But there are many other kinds of wealth which 
can be utilized without being destroyed: houses, gardens, money, 
furniture, and works of art. It is true that such things are not ever- 
lasting and generally perish sooner or later, either by accident or by 
the mere process of time — tempus edax rerum. But this destruction 

^ We need Hardly say that by “destruction” is only meant the destruction of utility 
and value, not the annihilation of matter; for it is quite obvious that just as man can 
create nothing by production, so by consumption he can destroy nothing. 
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slioiild certainly not be attributed to consumption- THs is proved 
by the fact that we try to make things last as long as possible, and if 
we could make everything incapable of wearing out — clothes, linen, 
furniture, houses, and so forth — they would answer their economic 
purpose much better instead of worse; for they could then be utilized 
for ever, which would be the ideal form of consumption. Progress in 
consumption consists simply in consuming as much as possible while 
destroying as little as possible. The consumption of art is typical, 
by its immaterial character, of the kind of consumption that is to be 
desired: the enjoyment of the object causes it no damage. If the 
Venus of Milo is mutilated, the fault hes with the barbarians, and 
not with the admiring contemplation of those who look upon her. 

Even in cases where consumption results in the destruction of util- 
ity, a wise economy will find means to make use even of dead utilities 
by causing some new utility to arise from their ashes. In industrial 
production the utilization of residues or by-products is already prac- 
tised, and is, as we have seen, one of the causes of the superiority of 
large-scale production. Thus paper is made from rags; the refuse 
of food-stuff s and the slag of the furnace are converted into fertilizers; 
from coal tar is derived a complete series of perfumes and of colours; 
and soap and light are obtained from household refuse. But it was 
the great war that brought into the front rank this science of econom- 
ical consumption, which until then had been somewhat despised. 
It was carried out to an incredible extent in that one of the belligerent 
countries which had to suffer most from the shortage of commodi- 
ties — that is to say, in Germany. It is to be hoped that this teach- 
ing will not be thrown away, and that it will put an end to the terrible 
waste of wealth that was practised before the war. What is econom- 
ic science if it is not the science of economy? In a perfect economy 
no unit would perish, but all would be transformed; and consumption 
would only be the story of the metamorphoses of wealth.^ 

(2) If consumption is not to be confounded with destruction, nei- 
ther is it to be confounded with 'production. It might be thought that 
this confusion is much less likely to be made than the other; but 
none the less it is frequent and easy. 

In fact, all production of wealth necessitates the continual consump- 
tion of raw materials, coal, provisions, and everything that goes by 
the name of circulating capital (p. 109). The economic process 
makes a closed circuit: man produces in order to eat, and he also has 
to eat in order to produce. But all the same, if we wish to understand 

1 Thus, thanks to the shortage of paper, it has just been discovered that even the 
dead leaves that autumn strews upon the ground can be used for making paper. 
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the matter, we must mark the begi nnin g and end of the circuit at some 
point or other. Now the end of the whole economic process is the 
satisfaction of man’s wants. It is at that point alone that wealth 
is permanently consumed. Up to that point and throughout all its 
transformations it is simply in course of production. The ‘'splendid 
gesture of the sower” must remain above all others the symbol of 
the act of production: to call it an act of consumption, thereby assim- 
ilating two things as opposite to each other as sowing the corn and eat- 
ing it, would create utter confusion.^ 

(3) Although consumption is the sole end of production it is a 
mistake to think that the best means of increasing production is to 
increase consumption. That, however, is a common view, and it is 
that which makes public opinion so indulgent and even sympathetic 
towards all acts of extravagance. 

It may be admitted, to be sure, that very great consumption, after 
the American fashion, is a powerful stimulus to production, as it is in 
the United States. It is evident that consumption is the object of 
all production and the sole reason for its existence. It is plain that if 
men were to eat no more bread they would sow no more wheat. But 
because consumption appears as final cause of production, it by 
no means follows- that it is also the efficient cause. It must be borne 
in mind that the only agents of production are those we have already 
described — labour, land, and capital — and consumption cannot 
create or increase any one of them. On the contrary, consumption 
is incessantly undoing their work and emptying the reservoir that 
they are labouring to fill. If this reservoir were fed by a continuous 
stream, in such a way that the more one drew from it the more came 
into it, then there might be some excuse for the mistaken idea that 
the more wealth is consumed the more it will be produced. But such 
is not the case. No one would venture to maintain that the more 
fruit one gathered the more would the orchard yield, that the more 
fish one caught the more would the ocean bring forth, or that the 
more wood one burned the higher and thicker would the forest grow. 

What favours this confusion is the fact that consumption in ac- 
tual practice means spending: it is the price that must be paid to ob- 
tain what we want. Spending is consumption expressed in terms of 
money. Now money that is spent is never consumed: it is only 

^ To avoid this confusion, economists generally describe the consumption of wealth 
whose object is production as “reproductive” consumption, while they call that which 
aims at the immediate satisfaction of our wants “unproductive” consumption. But 
this latter term is an unfortunate one, for it seems to imply a measure of blame: what 
is called “unproductive” consumption is precisely the true and only consumption. 
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transferred from the buyer to the seller. That is why in the eyes of 
the public all expenditure, even the most foolish, appears inoffensive 
since it merely transfers money from Peter to Paul — in fact, it is 
even regarded as praiseworthy because it helps trade.’’ But to 
judge aright about spending we must look not at the money but at 
the wealth that the money buys, and see whether or not this has been 
usefully consumed. 

II. RIGHTS AND DUTIES OF THE CONSUMER 

One of the last words of Bastiat on his death-bed was this: ‘‘We 
must learn to look at everything from the point of view of the con- 
sumer.” And therein he was only giving utterance to the spirit of 
the classicah political economy. But liberal economists, faithful to 
the spirit of their school, think it unnecessary to take any special 
measures to establish the rule of the consumer: they believe that free 
competition will take care of that. In fact, under the system of free 
competition, they say, every producer must strive to do his best for 
his customer, the consumer — to give him the best he can at the low- 
est price. So the consumer, like a king, would only have to let him- 
self be served. 

This optimistic picture is not borne out by facts. No doubt it is 
to the interest of the producer to satisfy his customers, since that is 
generally his surest way of increasing their numbers and therefore 
his profits, but that is only his indirect or ultimate object: his imme- 
diate object is profit, and not the service of anybody else. And if he 
can manage to increase his profit more by raising his prices or selling 
adulterated goods, experience shows that he will not fail to do so. It 
is notorious that in recent years and in every country the raising of 
prices and the adulteration of goods have assumed disquieting propor- 
tions. No doubt the consumer has some safeguards in professional 
spirit and commercial honour, but there we are on moral and not econ- 
omic ground. 

The consumer will do well therefore not to trust to laisser faire and 
not to play the idle part of a sluggard. He needs to put up an ener- 
getic defence of his interests, which — and herein lies their supe- 
riority — are bound up with the more general interests of society. 

But this power of the consumer has remained until recently a purely 
theoretical one, for want of organization. Consumption does not 
create among men the same community of interests, the same per- 
manent concentration of effort, as does the exercise of the same pro- 
fession, in spite of competition. For this reason professional organ- 
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ization has far outstripped the organization of consumers. But the 
latter has recently begun to be effected, in very varying forms of asso- 
ciation. , 

Some of these associations are ambitious of bringing about a revo- 
lution to transfer economic government from the producer to the 
consumer: these are the consumers’ co-operative societies. We shall 
deal with them separately in the next section. 

But there are other associations, far more numerous than is often 
imagined, which have more specialized aims. These consumers’ asso- 
ciations are of two different types: those which aim at instructing 
consumers as to their rights and their interests and the means of satis- 
fying them; and those whose object is to teach them their duties and 
the means of performing them. 

(1) As regards consumers’ associations which aim at defending 
their rights we must mention the following: first of all, the leagues 
formed to combat high prices, which were very numerous during the 
war; leagues formed for defence against protection, like the Anti- 
Corn Law League that played so prominent a part in English eco- 
nomic history between 1839 and 1846; associations against the 
adulteration of goods; and those whose aim is to look after the inter- 
ests of the consumers of certain public services, such as the tele- 
phone service and the railways. 

Nor is it only in the formation of associations or unions that the con- 
sumers have taken a leaf out of the workers’ book: like them they 
have not hesitated of late years to resort to the strike weapon — 
known rather, though incorrectly, by the name of boycott. And this 
weapon has proved as effective in their hands as in that of the work- 
ers. Thus there has been a strike of consumers against the Meat 
Trust in the United States; a strike of beer-drinkers against the 
brewers in Germany; a strike of gas consumers against the gas com- 
panies in various towns in France; and in 1910 there was even a 
strike at Roubaix of the consumers of alcoholic drinks — but this 
one, alas, did not become general and was short-lived. For the most 
part these strikes succeeded in making the producers give in. 

To put it shortly, the consumer is no longer willing simply to play 
the part of a client, in the historical and humiliating sense of the word : 
he claims the right to take his part in the government of economic 
affairs. 

(S) The object of associations of the second class is to preach and 
practise the duties of the consumer; for if the latter is king in the 
economic realm, his kingship obviously involves some responsibilities— 
the one cannot exist without the other. It rests with the consumer, by 
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changing the character of his expenditure — that is to say, by em- 
ploying his money differently — to divert capital and labour from 
those branches of production in which they are employed, and turn 
them in any direction he pleases. In this way the consumer exerts 
a decisive influence over the three agents of production — land, labour, 
and capital — even if he lives merely as a rentier. He commands these 
three agents; and, like the centurion in the Gospel, he says ‘‘unto one, 
Go, and he goeth: and to another, Come, and he cometh.” And it is 
precisely this power of command that imposes special duties upon the 
rich, however little this fact has been realized hitherto. 

These associations can be further subdivided into two classes: 

(a) The first are those which set out to fight against consumption 
that is harmful, immoral, and destructive, and to teach by way of 
example. In the front rank of these are the temperance societies; 
then come the vegetarian societies, and such others as those that com- 
bat the use of tobacco or opium, or the wearing of birds’ feathers in 
ladies’ hats. 

(&) The second kind are those that aim at putting a stop to all the 
requirements of consumers that are of a kind to impose a useless bur- 
den upon labour: for instance, orders given to dressmakers at the 
last moment, so that if they are to be executed in time, the work 
must be done at night; the delivery of goods on Sunday; the sending 
of trunks too heavy for the porters to carry; and the letting of houses 
in which the kitchens and the servants’ rooms are unsatisfactory. 
These societies — called purchasers’ social leagues — publish white 
lists, on which are entered only those shops that undertake to conform 
to certain conditions in the matter of wages, time for rest, and so 
forth, for their workpeople; or else they distribute labels to be affixed 
to goods to certify that the industry is properly conducted. It will 
easily be understood that if these leagues contained a large number of 
rich consumers, the tradesmen would be very anxious to appear on 
the white lists or to obtain the labels, and would therefore be encour- 
aged to treat their employees well. 

Yet these purchasers’ leagues, whose object is beyond all praise and 
which even mark a new era in economic organization, have recently 
called forth somewhat keen criticism, and that from unexpected 
quarters, for it proceeds from economists of the liberal school. They 
think that the consumer is totally unfitted to meddle with the tech- 
nical organization of labour, and to allot good or bad marks to pro- 
ducers. 

Moreover, socialists are even less favourably disposed than indi- 
vidualist economists towards this question of the functions of the con- 


488 


SPENDING 


sumer* They consider that attention should be directed to the pro- 
ducer, and that he alone should lay down the laws of production. 
They think that the society of the future must be based on profession- 
al association and not on combinations of consumers. And they even 
hold that it is in the former alone, and not in the latter, that the moral 
ideals of the future will be worked out. The idea of the kingship of 
the consumer would be a mere bourgeois notion.^ It is easy, indeed, 
to understand that the supremacy of the consumer is incompatible 
with the essential doctrines of Marxian socialism — class warfare and 
the victory of the working classes — for the very nature of the con- 
sumer excludes all class division. Production necessarily divides 
men, by creating an opposition of interests, of groups, and of classes. 
Consumption is no respecter of persons or of classes: and therein, as 
it seems to us, lies its superiority. 

III. THE CONSUMERS’ CO-OPERATIVE SOCIETY 

We have already had to concern ourselves with consumers’ societies 
(p. 364) when dealing with socialist doctrines, and we saw that they 
brought forward a new programme. This programme was clearly 
formulated in the Declaration of that band of weavers who have be- 
come famous as the Rochdale Pioneers, in 1844. What they said 
was that as soon as possible the society would proceed to the organ- 
ization of production, distribution, and education, within its own 
borders and by its own means. This means that the society was not 
concerned with remodelling the nation: it was intent on creating a 
new economy within each society, and thus making of it a microcosm 
that would spread and multiply by a process of imitation. Although 
economists have always laughed at this programme as ridiculously 
pretentious, yet it is beginning to be realized. 

In fact, these consumers’ societies in England already contain four 
million members, which, counting in the members of their families, 
represents some twenty million persons, or nearly half the population 
of Great Britairt — there are very few members in Ireland. The 
amount of their business reaches 160 million pounds, on which they 
realize profits of over £0 million pounds, which they divide almost in 
their entirety among their members. Almost all the societies are fed- 
erated and combined, not only under a central government — the 
Co-operative Union — and in annual conferences, but in two powerful 
Wholesale Societies, the English and the Scottish, with headquarters 
at Manchester and Glasgow respectively.^ 

1 For arguments to the contrary, see our book, Le Coopiratisme, and especially the 
discussion therein under the heading, Le rhgne du consommateur. 

® For fuller information see our book, Les soci6t6s cooperatives de consommation. 
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These societies are numerous also in Denmark, Finland, and Rus- 
sia, and they are extending all over the world, from Iceland to the 
Caucasus. In France there are more than 4,000 societies, but most 
of them unfortunately are very small and unorganized. It took 
twenty-six years to arrive at a great federation of these societies (1913). 

The war, in spite of the destruction that it wrought, has given the 
co-operative movement an impetus that has surpassed all the expec- 
tations of its warmest adherents — and that, too, in every country. 
In Russia to-day, co-operation in its various forms covers the whole 
vast country as far as Siberia, with 50,000 societies. It is the only 
institution that has remained standing amidst the general ruin, and 
the only one that has been respected by the Soviet government, and 
it is due to it that economic life has been able, after a fashion, to con- 
tinue. 

In England, in Germany, in Italy, in Switzerland, everywhere the 
amount of sales has enormously increased, and sometimes more than 
doubled.^ It is true that the increase is partly only nominal, so far 
as it is due to the rise of prices; but, on the other hand, the reduction 
of consumption caused by this rise must also be taken into account. 
Moreover, the number of members has notably increased also,^ and, 
above all, co-operation has improved its standing in public opinion. 
These societies have become one of the indispensable organs of social 
life, in the proper sense of the term. There will soon be scarcely a 
town or callage that has not its co-operative society, just as it has its 
school and its church. 

As a rule these societies are everywhere constituted after what is 
called the Rochdale type, which is characterized by these four features : 

(1) Selling at ordinary retail prices and not at cost price, so as to 
realize a surplus; 

{%) The distribution of this surplus among the members in propor- 
tion to their purchases, and not in proportion to their shares, which 
only yield them a moderate rate of interest;® 

1 [The net sales of the English Co-operative Wholesale Society rose from 35 millions 
in 1914 to 105 millions in 1920, though falling to just under 81 millions in 1921.] 

2 [The membership of societies aflSliated to the English C. W. S, rose from 2.3 mil- 
lions in 1914 to 3.4 millions in 1921.] 

3 This distribution seems opposed to the character of the co-operative business, as 
we have defined it, which is to make no profit. But this is not really so. It is true 
that the English call these surpluses “dividends” (or, familiarly, “divies”); but the 
name given to them in France (risiournes, or trop pergus) clearly indicates that they 
are simply the repayment to the purchaser of the amount he has been called upon to 
pay in excess of the cost price. They are not profit, therefore; and this is proved by 
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(5) The appropriation of a certain portion of these bonuses to works 
of social solidarity^ such as the education of the members, benevolent 
funds, propaganda, festivities and excursions, etc.; 

(4) The principle of one vote per member in the meetings of the soci- 
ety, without regard to the number of his shares. This is a principle of 
democratic equality which makes it impossible for capital to obtain 
possession. 

The immediate advantages of these associations, both economic 
and moral, are as follows: 

(a) The establishment of a /air price — that is to say, a price that 
is sufficient to cover all the expenses of production and even to satisfy 
all the economic necessities that are summed up in the law of supply 
and demand, but a price that is free from all the usurious additions 
that are due only to combination among producers and to the igno- 
rance of consumers. 

(6) The fixing of an honest price,^ by doing away with the adultera- 
tion of goods, dishonesty in the matter of weight and quality, and ly- 
ing advertisements. The reign of honesty in trade would mean no 
slight revolution! 

This salutary influence exerted upon prices by co-operative so- 
cieties appeared so plainly during the war that it opened everybody’s 
eyes — not only the eyes of the public, who hurried to these places 
of refuge, but even those of governments, who had hitherto been 
somewhat hostile to them on electoral grounds. Where adminis- 
trative regulation of prices had shown itself powerless and even 
harmful, the action of the co-operative societies was perfectly effec- 
tual. The municipalities had to have recourse to their services, or, 
where they were lacking, to try to find substitutes for them by es- 
tablishing municipal shops — butchers’ shops in particular. 

(c) The education of the consumer — teaching him what goods 
he ought to prefer, and which of them are least costly in proportion 
to their feeding properties. In Belgium these societies have been 
the most powerful agent of the anti-alcohol movement. In all 
countries during the war they mitigated the terrible effects of the 
food shortage by averting panic, controlling their members, and 
teaching them not to rush to the shops and not to hoard food at 

the fact that the State, which is not easily imposed upon, has given up levying income 
tax upon them. 

It must be owned, however, that the members themselves take little account of 
this difference, and await their bonuses as eagerly as ordinary capitalist shareholders 
their dividends. 

^ See footnote to p. 193. 
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tome like the majority of consumers. And when one commodity 
ran short they were able to ration their members before the govern- 
ments had invented food cards. 

As for the more distant results, which can only be realized by the 
progressive absorption of industrial undertakings in proportion as 
the co-operative societies come to produce themselves all that they 
require, we have already mentioned these in describing the co- 
operative programme (pp. 363-366). 

As regards the last items on this programme, of course the con- 
sumer’s ^pcieties are still far from attaining their end: maybe they 
will never reach it. But at least it is not rash to assert that they are 
called upon to take an increasingly large place in the new economy, 
particularly in the lands that have to be reconstituted since the war. 
In fact, if it is true that the speeding-up of production is the urgent 
need of these countries that have been drained to the last drop, then 
no less urgent will be the need for a wise economy in consumption. 

IV. HOUSING 

Among all the kinds of expenditure, house-rent merits special 
study for two reasons: first, because of all private wants housing is 
the one of greatest social importance — greater even, from the social 
standpoint, than that of food; — and, secondly, because of all 
expenses this is the one that has increased most rapidly and that 
weighs most heavily on the pockets of the working classes and even 
of families in comfortable circumstances. 

In ancient times the house was not only the home of the family 
but the altar of the household gods: so every man, rich or poor, 
had his own. Nowadays, when the exigencies of modern life have 
driven men back into a kind of nomadic existence, and they are no 
longer allowed to take root where they were born, the great majority 
of men live in hired houses. And the tendency of all the causes 

— social, economic, and political — that impel people to concentrate 
in the large towns — administrative centralization, large-scale pro- 
duction, railway development, and the growth of amusements — 
is constantly to increase rents, greatly to the profit of the urban 
landowner, but greatly to the injury of the public. 

Most of the evils that afflict the working population — the loos- 
ening of the family tie, the public house habit, the early initiation 
into vice, the transmission of contagious diseases and epidemics 

— are the result for the most part of the shortage of house accommo- 
dation. Moreover, the dignity of life for man, and still more for 
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woman, is closely dependent upon a certain measure of home 
comfort. 

Why, then, is it not the same with houses as with all other products, 
for which the supply generally follows the demand and sometimes 
even outstrips it.^ For is not a house simply a product of human 
industry — unlike land, streams of water, or mines? In a sense, 
yes; but yet there are two essential differences between the pro- 
duction of houses and that of other kinds of goods. These are as 
follows: 

(1) A house can only be built on a particular plot of ground: 
now, building sites are so limited in number that the construction of 
a new house generally means pulling down an old one. That is why 
house-rent remains a monopoly price, limited only by the tenant’s 
means. 

The only effectual remedy would be a movement in the opposite 
direction to what has hitherto been the progress of development — 
that is to say, a stoppage of the growth of large towns, a return to 
the country districts of the people who have left them, and the resto- 
ration, as M. Luzzatti has said, of the worship of the household 
gods. In fact a certain amount of centrifugal movement is already 
to be observed in our large towns. This movement is accelerated by 
the development of cheap means of transport — motor buses, trams, 
and underground railways — which enable workers and employees 
to find healthier and less expensive accommodation far away from 
the middle of great cities. But the workers are not very fond of 
getting too far away from the urban centres — the land of public 
houses and the pictures. 

(2) The production of houses, by which we mean the building 
industry, has not benefited by mechanical progress to the same 
extent as other kinds of industry. The methods of building are 
hardly any different or better to-day than they were in the time of 
the Romans.^ 

It must be noticed also that all the regulations imposed upon 
builders in the interests of public health and sanitation — going so 
far even as the expropriation and demolition of insanitary dwellings 
— only increase the evil, however excellent they may be in them- 
selves. In fact the severe conditions imposed upon builders are 
bound to have the effect of increasing the cost of new houses and 
thereby making them still more inaccessible to the poor. And of 

^ The housing problem has been intensified by the war in two ways : (1) by increasing 
the cost of construction very considerably; (2) by doubling the rate of interest, which 
reacts upon the rate of rent. 
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course if we go to tlie extreme of pulling down old houses, that means 
diminishing their number as well. 

Can a solution be found in fixing rents, as food prices were fixed 
during the war, and for the same reason, namely, that it is a question 
of satisfying an indispensable need? But between the case of bread 
and that of houses there is this essential difference: that the baker is 
a merchant, who makes bread only to sell it, whereas the owner of a 
house can always refuse to let it. No doubt if we assume the letting 
to be already accomplished and the tenant in possession, the law can 
reduce the rent or even abolish it entirely; something of this sort has 
already been done during the war. But the problem is to find houses 
for those who are without them; and such a remedy as this is bound to 
diminish the supply for the future, for if rent were abolished it is 
obvious that no one would any longer build houses to let: the rich 
alone would have houses built to live in themselves. 

There seems nothing for it, then, but to appeal to the collaboration 
of all the factors of social progress — employers, philanthropists, 
institutions of public utility, mutual aid societies, municipalities, 
the State, and the interested parties themselves, organized in co- 
operative societies. From them must be demanded the requisite 
capital for the erection of as many houses as possible, in the most 
economical manner; they must relinquish all profit, and be content 
with a moderate rate of interest, so as to reduce rents to the actual 
cost price of the houses. 

All these methods have, in fact, been already employed, as follows: 

(1) Very many houses have been built for their workpeople by 
employers or companies, in the form of workmeris towns. This 
has not been done entirely from philanthropic motives, but because 
factories and mines situated at a distance from large centres of pop- 
ulation are unable to obtain workers unless they can be assured of 
accommodation. 

Some of these towns in England and the United States are marvels 
of comfort, hygiene, and even artistic arrangement. 

But this method only touches the fringe of the housing problem, 
for it is in cities and not in the country that the problem is most 
acute. 

(2) Co-o'perative building societies have been formed by the workers 
themselves, generally with the aid of philanthropic capitalists. 
They buy the land themselves, have the houses built, and sell or 
let them at cost price to such of their members as want them. But 
in America and England the majority of these societies do not them- 
selves undertake the building: they simply lend money for the pur- 
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pose, in very ingenioiis and very economical ways. These loans, 
being perfectly secured, serve as investments for the savings of those 
members who are compelled to wait a long time for their turn to be 
housed, or of those — and they are the largest number — who have 
no intention of becoming owners; so that these societies act as savings- 
banks even more than as building societies.^ 

(3) Philanthropic capitalists can also assist in the construction of 
houses, either in their lifetime, by lending capital without interest 
or at a small interest, to building societies; or else after their death, 
in the form of foundations. This is perhaps the most useful way in 
which a man can employ his wealth, from the social point of view, 
and it imposes only the minimum of sacrifice upon him. But un- 
fortunately it is only too uncommon. 

(4) Lastly, the solution of the housing problem can be aided by 
the munici'palities and the State, either directly, by the actual building 
of houses, or indirectly, by giving assistance to building societies. 
Given the seriousness of the situation of the tenant — a situation 
that contains, maybe, the seeds of revolution — it certainly seems 
that from the public authorities alone can the necessary effort be 
forthcoming. 

Many towns in England, Germany, and Switzerland have already 
adopted this method. They have been driven to do so by the cir- 
cumstances just described: they have shut up insanitary houses, 
and have therefore found it necessary to replace them. In England, 
when the death rate in any area exceeds a certain figure, the municipal 
authority pulls down the houses and replaces them by new ones 
which it lets at cost price. Now that the war is over, England is 
intending to make an extraordinary effort to ensure proper housing 
accommodation for the families of the hundreds of thousands of men 
who fought or died for their country.^ 

^ In France in 1912 there were only 400 or 500 co-operative or philanthropic build- 
ing societies. They were all very small, and in some twenty years had built, at the 
outside, only £6,000, 000-worth of houses (say, enough to accommodate about 20,000 
families). 

2 All this can only yield results in the distant future: so those who are impatient 
— and there are many who have every right to be — are demanding that the municipal 
authorities should take immediate possession of all houses. This revolutionary solu- 
tion would obviously not increase the number of houses. But it would enable a larger 
number of people to find accommodation, by rationing the number of rooms occupied 
by each household. It would also lower rents, whether the expropriation was carried 
out without compensation to the owners, or whether it was done at the expense of 
the ratepayers. 
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V. LUXURY EXPENDITURE 

The woid. luxury in its ordinary acceptation means anything that\ 
satisfies a superfluous want. But this definition, though in common 
use, cannot provide us with any element of moral or economic valu- 
ation, for, as Voltaire said, the superfluous is a very necessary thing. 
We must desire that there should be a little superfluity — and 
therefore a little luxury — for everybody, even for the poorest. 
On the other hand, economic history teaches us that there is no want, 
not even among those that seem to us nowadays to be most urgent, 
that was not originally regarded as superfluous. It cannot be other- 
wise; first, because when a want is new% it follows from this very fact 
that no one else has yet experienced it; and, secondly, because its 
satisfaction necessarily requires a considerable amount of labour, 
owing to lack of experience of the industry and the inevitable un- 
certainty of the first attempts. If there is one thing that seems in- 
dispensable nowadays, it is undoubtedly underclothing: ‘Ho be re- 
duced to one’s last shirt” is a proverbial expression for the utmost 
degree of poverty. Yet at some periods a shirt was regarded as an 
article of extreme luxury and as a gift for a king. It is the same 
with hundreds of other things. So if asceticism had prevailed and 
aimed at repressing all luxury wants, it would have nipped in the bud 
all wants which make man civilized, and we should to-day be still 
in the position of our ancestors of the stone age. Luxury is the flower 
that contains the fruit; and to destroy all the flowers is to destroy 
also all the fruit. 

This is by no means to say that we could not at any given moment 
establish a hierarchy of wants, so long as we remember that in this 
hierarchy there is a gradual rise, or rather a continual transformation 
of wants, those that are called superfluous becoming gradually crys- 
tallized or solidified into necessary ones. And this transformation 
could not be checked without putting an end to the progress of 
civilization. That is why laws for repressing luxury — sumptuary 
laws, as they are called — which have so often been enacted in the 
past, would have had fatal results if they had not, fortunately, 
remained inoperative. 

Expenditure is not, therefore, to be condemned, either from the 
moral or even fiom the economic standpoint, simply because it 
satisfies a superfluous want; for if the want is regarded now as 
superfluous, we cannot foresee the future. To judge rightly, we must 
adopt a different point of view: we must consider what are the 
means employed, at the time and in the country in question, to 
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satisfy tlie luxury want, and ask whether the amount of wealth and 
labour that is devoted to it is not likely to reduce the amount that 
should be reserved for other more immediate wants. It is a question 
of proportion. 

But it remains to discover how the want of proportion is to be 
measured. 

In the case of private luxury it can only be done by comparing the 
amount of money expended with the individual income from which 
it is drawn. But from the social point of view the true criterion is 
not the amount of money expended, but the amount of wealth or 
labour consumed in providing satisfaction for a given want. Now 
we must always bear in mind these two facts: that the amount of 
wealth in existence is insuflBcient at the present time to satisfy the 
primary needs of the great majority of our fellow men (see p. S52); 
and that the productive forces — land, labour, and capital — which 
feed and renew this store of wealth, are aU three limited in quantity. 
Hence it will appear as a very definite duty not to divert to the satis- 
faction of a superfluous want too large a portion of the productive 
power and wealth that are available for meeting the necessities of 
existence of everyone. 

Take, for example, the taste for flowers, which was absolutely 
unknown to our forefathers. This is xmdoubtedly a luxury in the 
ordinary sense of the word, as it meets a superfluous want. The pot 
of flowers that the workman places in his window is undeniably a 
luxury, but a luxury that is as harmless as it is charming. But if 
at a banquet (or a funeral) the table (or the coffin) is covered with 
flowers that represent the entire output of a whole garden and a 
year’s labour; if to decorate a drawing-room we must have orchids 
brought from Borneo or Madagascar by expeditions that have cost 
thousands of pounds and perhaps even human lives, or blue dahlias 
that have been grown under glass with the consumption of more 
coal than would have kept ten families warm throughout a whole 
winter — then in these cases we must no longer call it luxury, but 
extravagance, display, or ostentation. 

E a wealthy spendthrift gives his friends a dinner costing £50 a 
head, morality may grieve, and his family will do well to get a guardian 
appointed for him; but political economy is not concerned about the 
matter, because the money that leaves the spendthrift’s pocket will 
be better in the caterer’s hands. And as for the dishes that have 
been consumed — the oysters and soups and truffles and famous 
wines — they will have taken nothing from the tables of the poor. 
Can it be possible for one person to consume £50-worth of food? 
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No; it is not in tlie power of a spendthrift to make an ogre of him- 
self: the national food supply is no more depleted by this dinner than 
by one that cost half a crown a head, or even less. But if after 
dinner the guests begin to smash the glasses, as seems to have been 
the fashion at banquets given by Russian officers, then that is the 
point at which luxury becomes socially injurious. 

J£ a fashionable lady wears a dress that cost £l00 at the dress- 
maker’s, society loses nothing by it if the price is paid solely for the 
novelty of the cut or the reputation of the dressmaker, for it is not 
likely that it has used up more material or more labour than an or- 
dinary dress. But if this same lady has sewn to her ball dress 
a few yards of lace that has taken several years to make, .then the 
nation will suffer, though no doubt the workwoman will not complain. 

If an English peer spends thousands on a picture gallery, it is well 
— though it would be better still if he endowed a public picture 
gallery with the money. But if for the pleasure of giving his friends 
some grouse-shooting he makes moors out of land which could have 
produced food for hundreds of his fellow-countrymen, and thereby 
drives them into exile; if he maintains an army of gamekeepers who 
would be more usefully employed in tilling his land than in preserving 
his game, especially in a country that has to import three-quarters 
of its bread from abroad — that is luxury of an anti-economic kind. 

People are scandalized at the fantastic prices paid for works of art, 
even in the midst of the distresses of war-time. But what does it 
matter if a picture has been sold for thousands of pounds, since the 
money has passed from the hands of a millionaire collector into those 
of a dealer? It is only the artist’s labour that we must consider, and 
in this case the economist has no reason to protest, for true art does 
not generally require an amount of labour disproportionate to the 
result. Quite the contrary: a block of marble and a chisel, or a 
square yard of canvas and a few tubes of paint, together with some 
days of labour, are sufficient to provide all human generations with 
exquisite and continually renewed enjoyment. It is a characteristic 
of art to produce great enjoyment by very simple means. 

There is also such a thing as public luxury, indulged in by States 
or cities. This meets, as a rule, with more indulgence, and rightly so, 
because being a collective affair it benefits everybody and may even 
to some extent give a share in the enjoyments of luxury to that part 
of the population which could never obtain them by its own resources. 
Moreover, public luxury generally takes the form of monuments 
of a durable and sometimes almost everlasting character, so that 
they may be considered sooner or later to liquidate their cost, and 
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bear no resemblance to fleeting forms of consumption. Yet here 
also the question of proportion arises: the magnificence of the 
palace of Versailles cannot make the economist forget that the mil- 
lions it cost were paid out of the people’s bread. 

However, public opinion, and even some economists, are far from 
thinking that luxury involves a waste of labour: they regard it as a 
stimulus to labour in so far as it quickens men’s desires, if only by the 
envy it arouses. But if the labour called forth by luxury is em- 
ployed in its turn to produce articles of luxury, is not this like the 
labour of the daughters of Danaus? 

There are others who admit that luxury dissipates productive 
power, but who consider that it exerts a good influence in the matter 
of distribution, because it brings about a sort of restitution of the 
superfluous wealth of the rich, in the shape of wages for the poor. 
But this restitution could be accomplished exactly the same, and 
far more usefully, in the shape of investments in productive under- 
takings (see, below, the section on Investment). 

VI. STATE CONTROL OF CONSUMPTION 

Governments in every age have considered it one of their functions 
and duties to see that their people did not suffer from famine, or 
excessive high prices, or bad quality of manufactured products, and 
also, on the other hand, to restrict or prohibit consumption that 
they regarded as contrary to the public well-being. 

But economists, as soon as there were any, have never ceased to 
protest against this legislative interference. It seemed to them more 
intolerable in matters of consumption — that is to say, in the sphere 
of private life — than in the domain of production or transport, 
which is more or less a public matter. 

The forms of State intervention in the matter of consumption can 
be classed under five heads: 

(1) To make sure that consumers have a sufficient quantity. We 
need only recall what the Bible says of the granaries established by 
Pharaoh’s minister to ensure a supply of corn during seven years of 
famine; the distributions of corn to the Romans, which were started 
in the days of the Gracchi and continued down to the time of the 
Empire; and the measures taken by the French government at various 
periods before the Revolution to make sure that the markets were 
supplied with corn. Since that time, men have been obsessed by the 
fear of overproduction rather than of famine. So this early form 
of intervention seemed to be definitely abandoned when the Great 
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came and turned it into a terrible reality, Tlie inobilization of 
almost the whole adult male population on the one hand, and on 
the other hand the enormous increase in the cost of transport, due to 
the blockades imposed by the belligerents on each other, resulted in 
such a shortage of all food-stuffs that the governments of almost 
every country in Europe had to resort to the most stringent measures 
— the system of compulsory and equal rationing — in order to assure 
a minimum of food to the civil population. 

To protect consumers against a raising of the prices of prime 
necessaries which might make their consumption impossible for the 
poor. This case is not the same as the preceding one, as it does not 
always imply a shortage. 

In Prance a law of 1791 gave the municipalities the right to fix 
the prices of bread and meat.^ And it is interesting to observe that 
this law is still in force 130 years later, despite the vigorous criticisms 
of the economists! It is the most venerable of all the laws that 
exist in the legislative arsenal. 

During the war the regulation of prices developed to such an ex- 
tent in some of the belligerent countries as to become almost the 
regular thing. It was applied in France from the beginning to such 
prime necessaries as bread, sugar, and frozen meat, and then later 
on to milk, butter, potatoes, and so forth. But the results were on 
the whole discouraging, for either the law was not kept, and the 
tradesman sold above the regulation price, with the connivance of 
the buyer, or else, when it was kept, the seller gave up bringing his 
produce to the market. It became necessary, therefore, to sup- 
plement price regulation by a more stringent measure — that of 
requisitioning goods from the producer. 

The establishment of municipal shops proved much more satis- 
factory, for the municipal selling price became the rule of the market 
through the action of competition. 

(3) To protect consumers against the adulteration of goods. While 
the two preceding forms of State intervention are exceptional in 
their character, this one, on the contrary, is becoming more wide- 
spread. The reason for this is twofold: on the one hand, the truly 
marvellous progress that has taken place in the art of adulteration; 
and, on the other hand, the parallel progress that has been made in 
the knowledge of the laws of health — that is to say, of the proper- 
ties of food-stuffs and the best methods of utilizing them for the 
maintenance of our functions and strength. Many laws have 

^ [Many similar measures were enacted in England during the Middle Ages.] 
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been enacted in all countries against tbe adulteration of wine, 
butter, milk, sugar, meat, and so forth. 

Of all forms of State interference this is the one that economists 
of the liberal school regard as the most improper. In the case of 
consumption, this meddling with the affairs of the kitchen on the 
part of the legislator, who puts on the doctor’s robes for the oc- 
casion, seems to them as ridiculous as that of the doctor on the island 
of Barataria who pointed out with his imperious wand the dishes 
that poor Sancho might and might not eat. 

Yet to affirm, as these economists do, that the consumer is com- 
petent to know what he is consuming, and to look after his own 
interests, is to fail to recognize that even if he were to have a com- 
plete knowledge of hygiene he generally has no choice in the matter, 
especially if he is one of the poor. Does anyone imagine that the 
babies who are poisoned by adulterated milk are “the best judges of 
their own interests”? 

It is true that protection might be accorded to consumers by the 
numerous private associations, leagues of consumers or purchasers, 
anti-adulteration societies, agricultural unions, and consumers’ co- 
operative societies of which we have already spoken, especially if 
they were given the right to prosecute — a right which French law 
refuses to private societies but which English law confers upon them. 
But these societies must have the law to fall back upon, and the 
law, in its turn, needs private assistance, for otherwise it is to be 
feared that it would remain of no effect. 

(4) To prevent the consumption of harmful commodities, if not by 
prohibiting the consumption itself, which would in practice be diffi- 
cult, then at least by prohibiting the manufacture and sale of such 
things. 

The sale of alcohol is prohibited in several countries. It is well 
known that the prohibition of all fermented drinks (and not only 
distilled liquors) has been extended to the whole area of the great 
American republic, after being first localized in certain States. 
Prohibition exists also, though in a less absolute form, in Finland and 
in Norway. China, by a decree of the 22nd November, 1906, has 
prohibited the consumption of opium under severe penalties, and 
this campaign was strongly supported by the “Young China” 
movement. It is the same in Japan. In Prance the campaign 
against alcohol has gone no farther at present than the prohibition 
of absinthe.^ 

^ The sale of opium is forbidden in France, but in French Indo-China it is the sub- 
ject of a profitable monopoly! 
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(5) Lastly, the law miglit have to mtervene not to protect the 
interests of the consumer but to impose certain duties upon him — 
duties that are required by his social function — and notably to 
prevent certain kinds of waste of natural wealth. As examples 
we may cite the prohibition of shooting and fishing during several 
months of the year. There are other products whose sale will 
no doubt sooner or later be forbidden, because their consumption 
involves acts of stupid or fierce destruction — as, for instance, 
the feathers that are worn on ladies’ hats. But so far it is only a 
few private societies that endeavour to make war — not very suc- 
cessfully — against this Red Indian fashion. 

It is under this heading that we must place laws against luxury — 
what are called sumptuary laws. Though very numerous in the 
past, they have been given up, not only because they were usually 
ineffective and vexatious, but also because, as we have seen (p. 
495), it is difficult and dangerous to draw the line above which luxury 
begins. None the less, there are certain taxes on articles or services 
of luxury — on motor-cars and carriages, on servants, on gambling, 
and on tourists — which may to some extent act as sumptuary laws. 


CHAPTER II — SAVING 

1. THE TWO ASPECTS OF SAVING 

The word saving stands for two very different kinds of acts which 
are not even related to each other, though in everyday speech and 
even in books on political economy they are generally confused. 
There should be two different words for them, but as economic 
science does not yet possess a terminology of its own, we are obliged 
to use the same term with different epithets to qualify it. 

1. Economy saving 

This is the art of satisfying one’s wants by consuming as little 
wealth as possible — of making the best use of the goods and money 
at one’s disposal — of economizing, in the proper sense of the term. 
It is an application of the hedonistic principle, which consists, as we 
know, in obtaining the maximum of satisfaction with the minimum 
of sacrifice. 

We have already seen, in connexion with the integration of industry, 
the increasing importance that is attached to economy of raw ma- 
terials and of power, either by the utilization of industrial waste or 
by-prodmts, as in gas-works, oil refineries, and wool-combing, or 
by the recovery of the heat that is lost in the gases that issue from 
blast furnaces, or in the combustion of incandescent coke. 

But this science of economy is as important in consumption as in 
production. It is well known in domestic life in the humble shape 
of household economy. A clever housewife can cook and prepare a 
dinner with half as much coal and half as much butter as another 
who wastes them; and, what is better still, she can provide more 
nourishing food for her husband and children with less money. 
The virtues of the """Norwegian cooking-pot” in economizing fuel have 
been much extolled since the war. Nor is it only in the matter of 
food, but in wants of all kinds, that economy finds a place: a careful 
man will make his coat look like new for three times as long as an- 
other who wears his out immediately. And one man with a slender 
income win manage to obtain as much satisfaction and even to live 
as full a life as another who lets money run through his fingers. 
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Economy is indeed an art, and one which, like all arts, needs to be 
learned. It would be a great advantage and a great source of wealth 
if it were taught at any rate to those whose special task it is to prac- 
tise it — namely, to women.^ 

Furthermore, there is not only the question of household economy: 
there is also to be considered the question of economy in national 
consumption in the widest sense of the term. This can be effected 
in infinitely various ways, the study of which has hitherto been en- 
tirely neglected, though their importance has been revealed by the 
war. We will only cite a few examples: 

(а) The application of the law of substitution — the replacing of 
expensive commodities by others that are more useful: for instance, 
the^ use of more nutritious food-stuffs. Tables of alimentary 
equivalence have been published, showing the cost of a gramme 
of nitrogen or carbon in different kinds of food. The war led 
to the discovery of a surprising number of substitutes, not only 
in foods but in textiles and other kinds of goods, and no doubt many 
of these will remain permanently in use. People have hitherto 
utilized the resources of their countries very badly, and perhaps the 
best argument for protection would be that if rationally established 
it would educate nations in this respect. 

(б) A more rational use of waste products in consumption as in 
production: for instance, household refuse, which has hitherto 
given much trouble and caused great expense to local authorities, 
can be used either as manure, or as fuel, providing a serviceable 
supply of heat when it is burnt. 

(c) The preservation of perishable commodities, particularly by 
using methods of cold storage in transporting and keeping meat, 
fish, fruit, milk, and so forth. An enormous quantity of wealth that 
used to be lost is now saved by all these inventions. 

(d) The more economical employment of such natural wealth as 
water, peat, and especially sunlight. Some years before the war the 
strange idea of daylight saving was conceived in England, where the 
difference between the solar day and the civil day caused more trouble 
than in other countries. The civil day, by which the business of 
life is regulated, fits in badly with the solar day: it begins too late 
and ends too late, and thus involves a consumption of artificial light 

1 Domestic instruction is being much extended nowadays, especially in Germany. 
In Berlin and other towns there are schools that give theoretical and practical training, 
with kitchens instead of laboratories. In Germany and Switzerland there are even 
travelling schools, with movable kitchens, which journey from village to village IHce 
caravans. 


504 


SAVING 


which represents a very considerable expense when the whole of the 
British Isles is taken into consideration. But all that is needed is 
to put the legal time an hour in advance of the sun, to make every- 
body start work an hour sooner and end the day an hour sooner.^ 

2. Prudential Saving 

The word ‘‘saving’’ is used also in another sense. Here it applies 
not to economical consumption, as before, but to deferred consump- 
tion. Instead of satisfying his present wants, man thinks of his 
future wants: he feels them as intensely as if they were present ones, 
and so he “puts something by,” as we say, for the morrow, or for 
his old age, or for his children, or “for a rainy day.” This is not 
simply economy: it is something quite different — foresight, or 
prudence. 

Saving has long been extolled by economists as the only source of 
riches, and, for the working classes, as the only means of bettering 
their condition. But public opinion, on the other hand, has always 
shown scant sympathy for saving, and great men like Montesquieu 
have even said: “If the rich do not spend freely, the poor die of 
hunger.” 

These two views are generally reconciled by saying that the poor 
should save and the rich should spend. But this twofold advice — 
making privation a duty for the worker, and enjoyment a duty for 
the capitalist — very naturally annoys the former. Nor does it 
seem to us well founded, even on economic grounds alone, and we 
should be inclined rather to reverse it. 

As regards the classes that are advised to save, we are not going to 
say that saving is impossible for them, for it is always possible, even 
for the poor. The elasticity of human wants is marvellous, and as 
they are capable of indefinite extension, so also they are capable of 
indefinite compression. Moreover, since the working classes find 
means to spend millions on drink and tobacco — a deplorable fact 
— it is obvious that they could save if they wished, and would be 
much better for so doing. 

Yet if the advice to save that is so arrogantly given to the poor 
seems to us not always justified, it is because saving that is effected 
out of necessaries, or even out of legitimate wants, is more disastrous 
than useful. It is absurd to sacrifice the present to the future when- 

^ But though this reform has yielded good results in towns it is different in the 
country districts, where hardly any artificial light is used and where labour is neces- 
sarily regulated by the sun. 
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ever the sacrifice of the present is of such a Mud m to compromise the 
future. Every public or private expenditure that conduces to a 
man s physical or intellectual development should receive unhesitating 
approval, not only as being good in itself, but as preferable even to 
saving. Strengthening food, good clothes, a healthy house, com- 
fortable furniture, more frequent medical and sanitary attention, 
instructive books, some such recreations as walks, travelling, games, 
and concerts, and, above all, the education of the children — all these 
must be looked upon as investments rather than expenses, and as 
the best of all investments, since they increase a man’s value and 
productiveness. 

As regards the rich, is the opposite advice any better justified 
the advice given them by Montesquieu and so many others, to 
spend freely ^ If the duty of spending is imposed upon the rich, whose 
duty is it to save? Would it not be a monstrous thing to throw it 
upon the poor? 

The social utility of saving lies in the formation, by the accumu- 
lation of private savings, of a mass of available capital on which new 
enterprises can draw according to their needs. If France has been 
enabled honourably to retain her rank as an industrial power, along- 
side of countries that are superior to her in population, in activity, 
and in equipment, it is due above all to her power of saving. 

Since saving is useful to the country, it is therefore a duty, but 
only for those who can perform it without leaving any legitimate 
want unsatisfied. It is they who are, or should be, the stewards or 
treasurers of society. 

The rich man who saves, therefore, should be praised and not 
blamed. Even if instead of using his money productively he hoards 
it, in the narrowest sense of the word — though there is little fear of 
that nowadays — he will still be doing no harm to anyone. What, 
in fact, are those coins that he buries in the ground or locks up in his 
safe? Each of them, as we know, is to be looked upon as a ticket 
that gives its owner the right to withdraw a certain portion from the 
sum total of existing wealth (see p. 238). Now the man who saves 
is merely declaring that he gives up this right for the time being. 
Very well; he can do as he pleases; he is hurting nobody; the share 
that he might have consumed will be consumed by others, and there 
is an end of it.^ 

^ Those who hoarded gold or bank-notes during the war were constantly being 
branded by the newspapers as evil-doers. As far as gold is concerned, it is true that 
it would have been better to send it to the Bank to help strengthen its reserve or to 
facilitate gold payments abroad. And it is true also that the hoarders of notes would 
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It is only from the moral standpoint that we are right in con- 
demning avarice, because it makes the love of riches take a grossly 
materialist form, and especially because the miser generally divests 
himself of all his social functions and lives a selfish life. But from 
the purely economic standpoint, Harpagon^ is an entirely inoffensive 
character. 

There is only one case in which hoarding might cause some injury 
to society. This is when it is applied to objects that are not capable 
of being preserved, and may therefore result in a real destruction of 
wealth — as in the case of the miser in Florian’s fable, who hoarded 
apples imtil they were rotten: 

“And when one went completely bad. 

He ate it, though his heart was sad!” 

And yet, it is said, if the rich were to begin to save all their income, 
if in a fit of penitence they were to force themselves to live on bread 
and water, what would become of industry and commerce? 

In this case, no doubt, the production of articles intended for the 
consumption of the rich would cease through lack of demand; but 
the production of necessary commodities for the consumption of the 
people in general would continue. And as this production would 
thenceforth provide the only outlet for all the investments of the 
rich, it would receive a powerful stimulus on this account. It is 
probable therefore that such commodities would become more 
abundant and that their price would fall, 

II. THE CONDITIONS OF SAVING 

Saving in the shape of hoarding is known and practised even by 
animals — or at least by some of them — and notably by the ant. 
Apart from work and an occasional rough attempt at division of 
labour, this is the only economic act which is common to animals 
and men and which can therefore be described as ‘‘natural” in the 
fullest sense. And even in the vegetable world saving is a very 
frequent phenomenon, in the form of reserves accumulated to meet 
the needs of the future. 

Yet it must not be thought that saving accomplishes itself spon- 
taneously. On the contrary, it requires for its accomplishment a set 
of conditions that are hard indeed to fulfil. 

have done better to exchange them for war loan. Yet by hoarding these notes they 
were doing their country a very great service in withdrawing the excess of paper money 
from circulation and preventing it from increasing the demand for goods and ag- 
gravating the rise of prices. 

^ [The miser who plays the title-r6le in Moli^re’s comedy, L*Amre\ 
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(1) In the first place, labour must be sufficiently productive to 
leave a surplus beyond the necessaries of life, for if it is unwise to sacri- 
fice future wants to present well-being, it would be madness, on the 
other hand, to sacrifice the present to the future. 

Saving should only be effected, therefore, on consumption which is 
not necessary to the needs of physical and mental life — in other 
words, on luxury wants: so that, however paradoxical it may sound 
to couple these two words together, saving itself may be said to be a 
luxury which is only obtainable and commendable in wealthy societies 
and among those who are rich,^ 

For this reason also it cannot be laid down as a general principle 
that saving necessarily involves privation or abstinence. This ex 
parte notion was inspired, consciously or unconsciously, by the desire 
to furnish an argument for the payment of interest on capital, which 
was then regarded as the reward for a long fast. That is no doubt 
true of the saving of the poor: for them it is a very painful and even 
perilous operation, for it involves the amputation of an essential want. 
We have just said that in this case it is not to be commended. But for 
the man who has a quantity of surplus wealth at his disposal, saving 
ceases to be a meritorious sacrifice, and may even become a necessity. 
For after all, every man’s power to consume is limited, even if he were 
another Gargantua.^ There is a limit to our needs and even to our 
desires, and nature has marked it out herself in the form of satiety 
(see p. S5). 

{%) In the second place, a subjective condition on the part of the 
man who saves is a certain amount of foresight — that particular fac- 
ulty that consists in feeling a future want as if it were present. The 
man who wishes to save puts two wants in the scales — a present want 
that he must refuse to satisfy, as, for instance, the hunger that afflicts 
him now, and s. future want that he would like to make sure of satis- 
fying, such as the desire to have food for his old age. On the one 
hand he is restrained by the thought of the more or less considerable 
sacrifice that he must impose upon himself, but he is impelled on the 
other hand by the more or less considerable advantage that he expects 
from the saving. His will oscillates between these two opposing 
forces, and the one that proves itself most powerful will determine 

^ In wealthy countries, saving seems to fluctuate between 10% and 20% of the 
total income. Thus the annual saving in France is estimated at some 160 to 200 
million pounds out of a total income of 1200 to 1400 millions. 

[Sir Robert Giffen estimated the annual savings of the English also at 200 mil- 
lions, or about 13% of their total income.] 

[A man of insatiable appetites, the hero of Rabelais' book of that name.] 
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Mm IB one direction or the other^. It should be observed that the 
present want is a reality, of which we are physically conscious: the 
future want is a pure abstraction, felt only by the imagination. It 
needs such habits of mind and moral dispositions, therefore, as have 
familiarized us with abstract images, and these imply an advanced 
stage of civilization. 

Our occupations, especially in modern societies, and our education 
compel us to concern ourselves continually with the future. Whether 
we are learned men seeking to penetrate the secrets of the future, 
politicians taking thought for the morrow, business men immersed 
in speculation, or simple traders concerned with monthly bills and 
the yearly stock-taking, we are all unconsciously familiarized to a 
greater or less extent with this unknown quantity, and take it into 
account. But that involves a mental effort of which the savage is 
incapable, for he is conscious only of the want that he actually feels, 
and, in Montesquieu’s famous phrase, cuts down the tree to get the 
fruit. The effort is a difficult one even for those of our fellow- 
countrymen whose social condition and habits of mind resemble those 
of primitive man, and who live, like him, from day to day. Savages, 
children, paupers, vagrants are all alike and for the same reason im- 
provident, 

(3) Thirdly, there is required, as an objective condition in the 
thing saved, a physical attribute: the 'power of being preserved. That 
quality, in a state of nature, is somewhat rare. There are not many 
objects whose consumption can be postponed without inconvenience 
and without involving deterioration or even total loss. Things often 
perish as quickly when they are put aside and not used as when they 
are made use of. Furniture and textiles decay; linen becomes worn 
and discoloured in the linen chest; iron grows rusty; food-stuff s go 
bad or are eaten by insects; wine itself, though at first it improves, 
eventually perishes. Even wheat requires great care if it is to be kept 
for several years, although it is one of the kinds of wealth that keep 
best, and certainly owes its important position to this fact. 

Owing to the want of this ‘‘keeping” property, saving was restricted 
in practice to a very narrow field before men discovered the use of 
money, or at any rate of the precious metals as accumulators of value. 
Only then was saving really created, with its potentiality for all the 
marvellous developments it has undergone in later times. Gold and 
silver, as we have seen, are almost the only unchangeable substances. 
So whoever wishes to save, instead of trying to preserve perishable 

1 We have already described a similar psychological conflict in connexion with 
labour (see p. 96). See also, in connexion with interest, p. 412. 
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objects, exchanges them for money, puts this in a safe place, and after 
as long a time as he likes, he or his great-grandchildren will merely 
have to exchange it again into any form of wealth that they choose. 
When some treasure is discovered to-day that has lain buried for hun- 
dreds of years, what the lucky discoverer benefits by is consumption 
that has been deferred for all that period of time. 

And since credit instruments were invented, saving has found in 
them a more marvellous instrument even than money. Here is a man 
with £50 in his possession in any form you please: he might consume 
it, but he decides not to use his right of consumption at present, and 
he exchanges it for a kind of draft on society at large to the amount of 
£50. After any length of time he or his descendants will have the right 
to draw from the mass of wealth then in existence, not indeed the ac- 
tual wealth that they had relinquished, and which has long since been 
consumed by others, but its equivalent. 

(4) Lastly, there must be instruments or institutions for effecting 
and facilitating saving, even if it be only a granary to keep corn in, a 
cellar for wine, or a money-box for money. These institutions will 
make the subject of the next section. 

III. INSTITUTIONS FOR FACILITATING SAVING 

In all civilized countries there exist institutions of various and in- 
genious kinds intended to facilitate saving. 

(1) The best known of these are savings banks in the proper sense 
of the term. They are establishments that are designed to facilitate 
saving by undertaking the care of the sums saved. They render the 
depositor the service of keeping his savings safe from robbers — and 
even more perhaps from himself. 

Indeed, the best way to safeguard savings is to take them out of 
their owner’s hands, so as to prevent his yielding too easily to the 
temptation to spend them. The money-box, so well known to chil- 
dren, with a small slit for the insertion of the coins, is an ingenious 
application of this idea. The box has, in fact, to be broken in order 
to regain possession of the money, and though this is not a diflacult 
matter, this slight obstacle is regarded as sufficient to give time for 
reflexion and for the child to overcome the temptation.^ 

The savings bank is only an improved money-box. The small 
sums deposited in it remain, of course, at the disposal of the depositor: 

^ This method is still m use in some countries. Thus ever since 1906 the Paris 
Savings Bank, to encourage saving, has lent to every depositor of ten francs (8s.) a 
little money-box that can only be opened by the officials of the Savings Bank. Sev- 
eral thousands of them have already been asked for. 
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but they are no longer in Hs hands or in his pocket, and certain for- 
malities are always required before he can recover them, which take 
rather longer than the breaking of a money-box. 

Moreover, the savings bank is a money-box in which the money 
multiplies. For, to encourage saving, these banks pay a small inter- 
est to the depositor. This interest should only be regarded, however, 
as a kind of premium or reward — a stimulus to saving — and it 
should not be too high. The function of a savings bank, in fact, is 
not to serve as an institution for investing money. ^ Its business is to 
enable people to put money aside and even to build up a little capital. 
But when this capital has been formed, if the depositors wish to in- 
vest it — that is to say, to make a profitable use of it — they have 
merely to withdraw it: the rdle of the savings bank is ended, and it 
rests with other institutions such as we have already studied in deal- 
ing with banks and credit establishments, to take charge of it.^ 

(£) Mutual provident societies consist of persons who pay a monthly 
contribution towards the formation of capital; after a certain time, 
say twenty years, they divide amongst themselves the capital thus 
accumulated, or else, more usually, merely the income that has ac- 
crued. 

How is it that men manage to save more when they combine than 
they can do in isolation? First, because the rule of the monthly con- 
tribution makes saving a habit and an obligation. Secondly, because 
a society can make better use than an individual of the remarkable 
power of compound interest. Lastly, because in the majority of these 
societies the survivors benefit by the contributions of those who have 
died, which is really a method of exploiting another man’s death, or 
at least of speculating on it: it is very much the same as what used to 
be called the tontine system. When these three causes operate to- 
gether with cumulative effect, the results in the matter of the fruitful- 
ness of saving are surprising. 

(3) Popular banks, or mutual credit societies^ although they are 
actually banks of deposit and discount, making loans to artisans and 
shopkeepers, act also as savings banks: they have even been de- 
scribed as ‘‘perfected savings banks.” Such in particular is the char- 

^ For this reason the amount of the deposits allowed to each depositor is very wisely 
limited. 

2 Savings banks were at one time private institutions or municipal foundations, as 
they still are in most cases. But in most countries nowadays there is a State savings 
bank, with branches at every post office. 

[We omit the rest of this footnote, which deals with the organization of French 
savings banks.]- 
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acter of the German popular banks of the Schulze Delitzsch type (see 
my Political Economy.) 

(4) Consumers’ co-operative societies also act as instruments of 
saving by doing away with that privation or abstinence which makes 
saving so painful and which yet seems inherent in it. They have man- 
aged to solve this apparently insoluble problem and to create what 
has been admirably described as “automatic saving,” by means of a 
plan as simple as it is ingenious, which should be added to the advan- 
tages already enumerated (p. 363). Goods purchased wholesale are 
sold by the society to its members at retail prices, and the profit on 
each member’s purchases is carried to his account, either to be paid 
back to him at the end of the year or to be kept on deposit in his name. 

If, therefore, a working class family makes all its purchases, say 
to the value of £50, at a co-operative store, and if the store makes a 
profit of 10%, the family will find at the end of the year that it has 
saved £5, and the saving has cost it nothing — what I mean is that the 
family has not been obliged to reduce its consumption in any way what- 
ever: it has even had goods of the best quality; it has not paid any 
more for them; and yet it has saved — in fact the more it has bought 
the more it has saved! 

(5) Insurance may be regarded as a method of saving. Here the 
saving takes the form of a small premium paid by each insured per- 
son. The virtues of this method must not be exaggerated, however. 
Unlike saving, which implies an increase of wealth, insurance merely 
prevents impoverishment, and that only for the individual, for it is 
clear that it cannot prevent the destruction of wealth. The house 
that takes fire is burned down; the ship that founders is lost; the 
head of the family dies; therefore, for society the loss is definite and 
permanent, but /or the individual this loss may be reduced to an insig- 
nificant sacrifice and thus rendered harmless by insurance. 

IV. INVESTMENT 

A better place for this section might seem to be in that part of polit- 
ical economy which treats of production, for does not investing 
money mean withdrawing it from consumption to make use of it in 
some productive undertaking? 

Yes, so far as the investor is concerned; but it is important to no- 
tice that money invested is consumed just the same. Instead of em- 
ploying his money in satisfying his present or future wants, the cap- 
italist hands it to others for them to consume it reproductively. Of 
course he does so only from self-interest, but from the social standpoint 


SAVING 


$12 

his action is none the less very beneficial. As John Stuart Mill said 
in a suggestive phrase: ‘‘A person does good to labourers, not by 
what he consumes on himself, but solely by what he does not so con- 
sume.”^ 

It is obvious that all investment means some consumption, either 
unproductive or reproductive. What can the borrower do with the 
borrowed money — whether it be the State, a company, or a private 
individual — except spend it.^ The money would certainly not be 
borrowed merely to be shut up in a safe. 

Yet the strong prejudice that we have already noticed as existing 
against those who hoard, exists also against those who invest. It is 
thought that the man who locks up his securities in his portfolio is 
really hoarding them — that is to say, is withdrawing money from 
circulation. People do not see that this money is spent just as much 
and just as quickly in this case as if it were spent by the capitalist 
himself. It is true that money spent directly is generally spent on 
the spot and for the benefit of a man’s immediate neighbours, whereas 
money that is invested may travel round the world, setting workmen 
to work in other lands and under other skies — Chinese labourers, per- 
haps, building railways in Asia, or KajBSrs toiling in the gold mines of 
the Transvaal. In a word, investment may become a form of ab- 
senteeism of capital, and then arises the great question of investments 
abroad, which provokes such keen controversy (see my Political 
Economy ) . 

At one time there was hardly any other way of investing money 
than buying land or lending the money on mortgage. Investment 
in any other form was difficult and well nigh impossible, for want of 
means of investment At a time when loans at interest were forbidden, 
or at any rate could only be made in a roundabout fashion; when the 
chief borrowers — the great joint-stock companies and the modern 
governments — were not yet in existence; when even houses were 
scarcely ever let, but each man owned his own — no one could know 
how to invest his money, and there was nothing for it but to hoard it. 
Such is still the case to-day in Eastern lands, because there the same 
two causes are in operation which used to put obstacles in the way of 
investment here — namely, the prohibition of interest as usurious, 
and, above all, the fear of robbery.^ 

^ [Principles of Political Economy, Book I, Chapter V, § 9.] 

2 Lord Cromer related in a report from Egypt in 1907 how a village sheik who had 
bought a piece of land for £25,000, came back half an hour after signing the agi-eement, 
followed by a string of mules bearing on their backs this sum of money, which he had 
dug up from his garden. 
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Nowadays tliis obstacle has been removed. Our age offers to 
would-be investors a thousand openings that were unknown to our 
fathers. In 1815 there were only Jim securities quoted on the Paris 
stock exchange; in 1869 there were 402; to-day there are more than 
1200, not counting the hundreds of others that are quoted in the prov- 
inces or on foreign stock exchanges. 

Hence arises the extraordinary multiplication of small capitalists. 
Even where the earth is most completely subdivided it does not ad- 
mit of so much subdivision as the investment of capital does. To 
take French government stock alone, it was estimated before the war 
that there were more than two million holders of this stock. What 
must the number be now, when the amount of stock has increased six- 
fold? 

It may be thought, perhaps, that these investments are too at- 
tractive, for they make it too easy to adopt the manner of life of the 
rentier. If people had fewer opportunities of investing their money 
they would be obliged, or at any rate encouraged, to employ it 
themselves, by becoming manufacturers, merchants, or farmers. 

A second cause is generally pointed out in explanation of the ease 
and multiplicity of investments at the present day: this is security. 
But this is more questionable, for if it is true that the capitalist lender 
is no longer exposed to the rude perils of private or public brigandage 
as he was in former days, owing to legislative progress and increased 
refinement of manners, yet it may be said, on the other hand, that 
risks have increased in proportion as capital is employed at a greater 
distance, the borrower is more unknown, and the business itself is 
more hazardous. In the matter of security the investments that our 
fathers made in their neighbours’ land, guaranteed by a good mort- 
gage, cannot certainly be compared with a modern investment in, 
say, the manufacture of cigarettes or liquid air, and that, too, in 
countries which the capitalist would often find it very hard to locate 
upon the map. Nor is there any reason to affirm that respect for 
engagements, whether private or public, is more sacred now than it 
used to be; and in the case of agreements with foreign nations, the 
failure of international law to ensure their observance is becoming 
increasingly common. 

But if it is not true that there is more security now for the rentier 
in the matter of revolution, war, or even fiscal attacks, yet it is true 
that he enjoys a measure of independence hitherto unknown, on ac- 
count of the mobility and almost ubiquity of invested capital, the 
facilities for drawing an income anywhere, and the speed with which 
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capital can be realized in case of need. ^ This is why iiivestments in 
land have been abandoned in favour of “portfolio’’ investments.^ 

^ This has become less true since the war, for investment in land has come into favour 
again with capitalists who are fearful of a fall in the value of money and think it safer 
to turn their money into land — or even into unproductive forms of wealth, such as 
works of art or precious stones. 


CHAPTER III — POPULATION 


I. THE LAWS OF MALTHUS 

Questions relating to population form a science distinct from polit- 
ical economy, called demography. Yet this science touches political 
economy at so many points, and all the great classical laws of political 
economy, such as the laws of rent and wages, are so closely connected 
with the laws of population, that the latter can hardly be refused a 
place in a course on economic science. This place may be assigned to 
it in any department of political economy — in production, in distri- 
bution, or in consumption — at the author’s pleasure. 

All questions relating to population resolve themselves ultimately 
into this one: Will the earth suiSSce to feed its inhabitants? 

Every man on entering the world brings vdth him a mouth. He 
brings two arms as well, to be sure, but the mouth begins to function 
at once, whereas the arms have to wait some fifteen or twenty years. 
Therefore, in the natural order of things, consumption far outstrips 
production. Nor is this all, for, as we have seen, economists are 
afraid that production — at any rate of food — will be limited in the 
future by the law of diminishing return (see pp.69--72). Hence arises 
the question we have just asked. 

These fears were admirably expressed rather more than a century 
ago by the English economist, Malthus. He declared, in a formula 
that has become extremely famous, that population has ahcays tended 
to increase in a geometrical progression, whereas the means of subsistence 
can only increase in an arithmetical progression. He expressed the in- 
crease of population as a geometrical progression whose common 
ratio is "2 — that is to say, whose terms go on doubling, — and the in- 
crease of subsistence as the simplest kind of arithmetical progression, 
whose common difierence is 1, so that the series is merely that of all 
the whole numbers. He thus obtained the following series: 

Progress of population: 1: 2: 4: 8: 16: 32: 64: 128: 256.... 

Progress of production: 1: 2: 3: 4: 5: 6: 7: 8: 0.... 

Malthus estimated the average time between two consecutive 
terms of the series at 25 years. The result is, therefore, that after 200 
years the population, if allowed free play, would be to the means of 
subsistence in the ratio of 256 to 9; after three centuries it would be 
as 4096 to 13; and after some thousands of years the difference would 
be infinitely great. 
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Blit since it is impossible, in actual fact, for the number of persons 
to exceed the amount of food necessary to support them, it follows 
that at each stage of this double series the term in the top line is for- 
cibly kept down or limited by the one in the bottom line — which 
means that all the surplus population is eliminated by want of food. 

It should be observed that Malthus was not giving utterance to 
these fears for a more or less distant future: according to him, this 
formidable pressure of population is being exerted now,. at every mo- 
ment, as it was in the past. And the purpose of his book is to prove 
that the balance has only been maintained by a kind of periodical 
thinning-out of the human race by means of war, epidemics, famine, 
poverty, prostitution, and other dreadful scourges, which he regards, 
however, from this new standpoint, as really providential laws. 

At the same time, he said, the outlook for the future might be less 
gloomy if men had the wisdom to substitute 'preventive obstacles for 
repressive ones, by voluntarily setting a limit to the increase of pop- 
ulation. With this object Malthus counselled them not to marry un- 
til they were in a position to maintain their children. He called this 
moral restraint — ‘‘moral,’’ in the sense that he did not admit of 
recourse to illicit unions or prostitution as a means of mitigating this 
prolonged period of celibacy. 

A century has elapsed since the publication of this celebrated doc- 
trine,^ and it seems at first sight as if experience has completely given 
the lie to both these famous progressions. 

So far, indeed, as the progress of food production is concerned, we 
see everywhere a greater increase of wealth than of population, both 
in new countries like the United States and in old ones like France. 
Before the war the markets were crowded with industrial and agricul- 
tural products, to such a degree that the various States erected cus- 
toms barriers to protect themselves against what they called the flood 
of foreign goods, so that the problem of Malthus was reversed and 
the question was, how to find suflScient outlets for production. 

As regards the too rapid increase of population, this seems to have 
been still more strikingly contradicted by experience. For it is the 
decrease of the birth rate that is rapid, not only in France but in all 
countries which are following the same path, so that it has become a 
source of anxiety to all who care for their country’s future. We are 
concerned to-day with the opposite problem: what is to be done to 
restore the falling birth rate? 

^ [J.n Essay on the Principle of Population, first published anonymously in 1798; 
second edition, considerably altered, 1803; by the Rev. T. R. Malthus (1700-1834).] 
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Yet it by no means follows from these facts, as it is continually de- 
clared, that the laws of Malthns are wrong. Which of the two is 
wrong? ^ Is it the one that expresses the growth of population as a 
geometrical progression? This might rather be accused of being a 
mere truism. It is obvious that reproduction, by its very definition, 
means multiplication, and that, if left to itself, it would infinitely 
exceed the possibilities of agricultural and even industrial production. 
And facts confirm this instead of contradicting it. Europe just before 
the war had reached a total of 460 million inhabitants, and had seen 
her population treble itself in the course of a hundred years; and de- 
spite the enormous diminution in the birth rate her population was 
continuing to increase at the rate of five or six millions a year, which 
would sufiSce to double it in 60 years — say 900 million inhabitants 
in the year 1980, and 1800 millions in the year 2040 ! 

Is it the second law, then, that is wrong — the one that expresses 
the increase in the food supply? But this might rather be accused 
of optimism, for this rate of progress is beyond the boxmds of possi- 
bility. If we look at that branch of production which Malthus 
and Ricardo had specially in view — the production of bread — it 
looks as if it were already approaching its highest limit. In fact, 
the white population of the world, which is the bread-eating popu- 
lation, and which in Malthus’ time, just over a century ago, was 
not more than 200 millions, is today in excess of 650 millions: it has 
therefore more than trebled itself, while during the same period the 
production of wheat has been hardly more than doubled. No 
doubt there still remain vast areas suitable for the cultivation of 
wheat, and moreover, the yield of lands already cultivated may still 
be largely increased in new countries and even in old ones, like 
Prance. But it does not look as if either of these modes of increase 
could keep pace with the growth of the white population, notwith- 
standing the universal fall in the birth rate. And what would it be 
like if the birth rate had remained at its old level? It is true 
that “man shall not live by bread alone,” and that he even eats less 
and less of it and substitutes a hundred other kinds of food as pro- 
duction grows more varied, so that if the limit is soon reached for each 
kind of food considered separately, it looks as if it could be made con- 
tinually to recede by adding new dishes to our bill of fare. But even 
with these substitutions the limit cannot recede indefinitely, for all 
known and imaginable foods are made of the same materials — a 
small number of elementary substances which exist only in a limited 
quantity. 
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II. THE FALLING BIRTH RATE — CAUSES 
AND REMEDIES 

We have no right, then, to say that Malthns’ laws are wrong, for 
they will be eternally true. The mistake lies in believing that repro- 
duction is necessarily bound up with the sex instinct, when it depends 
in reality upon quite dijfferent causes, and in not seeing that the causes 
which used to encourage reproduction have all grown weaker at the 
same time. 

(1) First there are the economic causes. In former times children 
added to the family income by their labour from a very early age, and 
for a long time thereafter while they remained living at home. Now- 
adays, all profitable employment of children is prohibited by educa- 
tion acts and factory legislation. Moreover, children are now in a 
hurry to leave home as soon as they are able to earn their own living. 
The middle classes have to educate and find professions for their chil- 
dren, which is an expensive matter. So the result is that for every- 
one, workers and middle classes alike, it is a very bad business to have 
children. 

(2) Then there are social and moral causes. In former times there 
was a desire to perpetuate one’s family, to increase the power of one’s 
city or country, to establish the worship of one’s ancestor, to create 
immortal souls, or at least to hand on the torch of life that one had 
received. To-day the family is scattered, not only by the abandon- 
ment of traditions, but especially by professional needs; patriotism 
glories in quality more than in number; the commands of the churches, 
which condemn neo-malthusian practices, are scarcely any longer 
obeyed. 

The general increase of comfort itself acts as a check to the birth 
rate. This is proved by the fact that the birth rate is lower among 
the rich than among the poor. It is quite understandable, indeed, 
that in the case of the rich the reproductive instinct should be checked 
by the competition of a multitude of luxury wants, whereas among 
the poor it is almost the sole desire, apart from the desire for food. 
It is justifiable to conclude, therefore, that births will be restricted in 
each class in proportion as it reaches a condition of comfort, and in 
each nation as its well-being advances. And this conclusion is fully 
borne out by facts; for precisely in proportion as wages increase, do 
the working classes begin, in their turn, to become neo-malthusian. 
The law is verified in the case of nations as well: the countries that 
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have the highest birth rates are the Balkan countries and the semi- 
Asiatic parts of Europe,^ 

(3) Lastly we came to the political causes. The development of 
" democracy operates in the same direction, for, other things being 

equal, the birth rate appears to decline more rapidly in the most com- 
pletely democratic countries. The United States and Australia are 
the countries in which the birth rate is the next lowest to that of 
France. An attempt has been made to explain this by the possibil- 
i ities of advancement that are held out to each individual by such a 

;| regime but which would be hindered by the cost of a family: this is 

I what Dumont called by the picturesque name of the law of capillarity, 

j The fact can be explained more clearly by sa 3 dng that the democratic 

system creates a set of conditions unfavourable to the formation of 
large families, both by its virtues and by its defects — by the spread 

I of education and comfort, by the increase of officialism and feminism, 

and by the growth of the proletariat (a word which means etymologic- 
ally “the class that produces children’’)- 
We may theref ore conclude that the human race to-day is more than 
j secured against excessive multiplication: on the contrary, we are 

j seeking nowadays to raise the birth rate. 

Why should we do so? say the malthusians. Why wish to strive 
against a favourable and unexpected current that is carrying the na- 
tions away from the abyss into which they were being dragged? 

If the decline in the birth rate were the same in all countries, ^or at 
any rate in all European countries, there would indeed be no eco- 
I nomic, political, or even military reason for anxiety about the situation, 

I for the balance of power would remain unchanged : the problem would 

I only arise from the point of view of the destiny of the human race, 

j But such is not the case: the birth rate in one country may be double 

I what it is in another,^ and these differences give rise to increasing in- 

i equalities in density of population. The consequences of this may be 

formidable. That is why not only in France, which is the most 
threatened country, but also in the most prolific countries which are 

I ^ That is why Paul Leroy-Beaulieu taught that the birth rate varies in inverse 

proportion to the degree of civilization, meaning by “civilization” “the development of 
j well-being, of education, and of new and democratic ideas.” But this is too sweeping 

j a generalization, for there are countries no less advanced than France in general 

! education and well-being, where yet the birth rate is fairly high (the Scandinavian 

countries, Germany, Holland, etc.). 

2 xhe birth rate is lower in France than in any other known country — 19 per 
1000, whereas in other countries it varies between 25 and 35 per 1000. But the 
decline in the birth rate is universal, and even more rapid in several countries than in 
France. 
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afraid of losing their lead, means are being sought after to stimulate 
the growth of population or at least to remove the obstacles that hin- 
der that growth. 

The remedies proposed are innumerable: premiums upon births; 
the payment of extra salaries to officials and of increased wages to 
workers in proportion to the number of their children; the reduction 
of the cost of living by the abolition of protective duties; increased 
housing facilities; reform of the succession laws; simplification of 
marriage formalities; taxes on bachelors; ^exemptions from military 
service or, conversely, its greater stringency. But of all these reme- 
dies there is hardly one that is likely to be effective except the first — 
high premiums for each child after the second: this might perhaps be 
sufficient to reconcile the individual with the national interest, which 
are here in conflict with each other. For there is no doubt that if a 
child were a source of income instead of an expense, he would generally 
be welcome. 

What will be the effects of the war in the matter of population? 
So long as it lasted it caused a tremendous decline in the birth rate in 
all the belligerent countries and even in neutral ones. Since it ended, 
on the other hand, there has been a decided rise, even in France. But 
will it last? Statistics of former wars certainly do not justify such 
an expectation, whatever may be said to the contrary. Supposing, 
on the other hand, that all the factors that operate in the direction of 
restriction are intensified, then the upsetting of the balance of the 
sexes and the consequent enormous increase in the number of widows 
and women condemned to celibacy; the development of feminine 
professionalism by the entry of women into all kinds of work, even 
those which were thought before the war to be barred to them; the 
incredible rise in the cost of living and in taxation, resulting probably 
in an increased amount of emigration; not forgetting the spread of 
venereal diseases — it is to be feared that all these causes, operating 
cumulatively in the direction of lowering the birth rate, will weigh 
far more heavily in the balance than the patriotic desire to fill the 
places of the dead, and that consequently the decline in the birth rate, 
which was so marked before the war, will continue even more rapidly 
after it. It is true that if it is more or less the same in all the ex- 
belligerent countries, the balance in Europe will no doubt not be 
very much altered; but it may be altered, and to a serious extent, 
to the advantage of the new countries of America and the old races 
of Asia. 
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